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Texas-New Mexico Power Company . General Questions
Twelve Months Ending December 31, 2004 Page 1of2

GENERAL QUESTIONS
If additional space is required, please attach pages providing the requested information.
1. State the exact name of the utility.

Texas-New Mexico Power Company

2. State the date whén the utility was originally organized.

January 1, 1835

3. Report any change in name during the most recent year and state the effective date.

Not applicable

t

4.  State the name, title, phone number, email address, and office address of the officer of the utility to whom
correspondence should be addressed conceming this report.

Joseph B. Hegwood, Vice President & Controiler
4100 International Plaza

P.O. Box 2943

Fort Worth, TX 76113

(817) 377-5556

jhegwood@tnpe.com

4a.  State the name, title, phone number, email address, and office address of any other individual designated by
the Utility to answer questions regarding this report (optional).

Bianca Stock, Supervisor - General Accounhng
4100 International Plaza

P.O. Box 2943

Fort Worth, TX 76113 (817) 377-5572
bstock@tnpe.com

5. Stiate the location of the office where the Company's accounts and records are kept.

4100 international Plaza
Fort Worth, TX 76109

6.  State the name and address of the individual or firm, xf other than a utility employee, preparing
this report. :

Nat apphcable



Texas-New Mexico Power Company ‘ General Questions
Twelve Months Ending December 31, 2004 ‘ Page 2 of 2

7.

1Q.

Please indicate the filing status of the Company regarding federal income taxes, e.g., S-Corps,
Corperations, Partnerships, Individuals, etc.

Corperation - TNMP is included in the consclidated federal return filed by its parent, TNP Enterprises, Inc.
Please provide: .
a. The pericd-ending number of utility
employees (total company): 604
b. The period-ending number of Electric Foints' of Delivery:
Total Company: 255,912

Texas Jurisdictional: 217,544

" Will the Company have a rate proceeding pending before this commission cn the due

date of this Eamings Monitoring Report?
Yes or No ==> Nc

{F THIS IS A REVISED REPCRT, provide the schedule number, line number, and column
designation where each change input data appears.

Not applicable
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Texas-New Mexico Power Company Scheduie la
Twelve Months Ending December 31, 2004

SUMMARY OF OTHER NONBYPASSABLE CHARGES
AND EXCESS MITIGATION CREDITS

. Texas
Line -Jurisdictional
1 THER NONBYPASSABLE CHARGES (not included in T&D COS)
2 ' Nuclear Decommissioning Charges - $0
3 Transmission Cost Recovery Factor (TCRF) $0
4 Competition Transition Charge (CTC) ’ $0
5 Municipal Franchise Fees o 30
8 System Benefit Fund $4,070,142
7 Subtotal 54,070,142
8
9 Transiion Charges (related to securitized costs) S0
10 TOTAL OTHER NONBYPASSABLE CHARGES ) $4,070,142
11 .
12 .
13 Amount of NBF charges to be reflected in Sched | revenue requirernent
14 (actual amounts of expenses incurred during monitoring period):
15 Nuclear Decommissioning Charges : S0
16 Municipal Franchise Fees ‘ ' S0
17 . System Benefit Fund 30
18 Total (Note 1) S0
18 : )
20 .
21 EXCESS MITIGATION CREDITS
22 Balance of excess mitigation at beginning of monitoring period (Note 2) S0
23 Balance of excess mitigation at end of monitoring pericd (Note 2) : 30 -
24 .
25 Excess mitigation credited to customers during menitering period 50
© 26 Associated carrying charges credited during menitoring pericd (Note 2) 30
27 Total EMC 50

Note 1: The amount on line 18 is carried automatically to Schedule |, line 18.
Note 2: Provide supporting schedules.

[l Indicate here if footnote or comment relating to this schedule is included on Supplemental Schedule V.
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Texas-New Mexico Power Company
Tweive Months Encding Oecember 31, 2004

Line
No.

Note 1:
Note 2:

Note 3:
" Note 4:
Note 5:
Note 6:
Note 7:

Note 8:
Note &

{]

1 TOTAL REVENUES (Note 1)
2 LESS:
3 Operations and Maintenance Expense
4  Amortization Expense )
5 Depreciation Expense
% interest on Customer Deposits
7 Taxes Other Than Income Taxes
8 State .income Taxes
9 Deferred Expenses
10 Cther Expenses
11 Nonbypassable charges (from Schedule i)
12  Interest included in Return (Note 2)
13 ADD:
14 Deprec&anon Addback - Permanent Differences
15 Business Meals Not Deductibie
16  Other Permanent Differences
17 LESS:
18 Preferred Dividend Exclusion
19 . Other Permanent Differences (Attach Detail)
20 Additional Tax Depreciation (Note 3)
21 Amortization of Investment Tax Credits

‘23 OTHER:

24 Qther adj. not shown elsewhere (Notes 8 & 9)
25

26 TAXABLE INCOME

27 TAX RATE

28

.29 CURRENT FEDERAL INCOME TAXES (Note 4)
30 ADD:

31 Current Provision for Deferred Taxes (Note 5)
32 Adjustment for Prier Flowthrough (Note 6)

33 LESS:

34 Amartization of Investment Tax Credits

35 Amortization of Excess Deferred Taxes

36 a. Protected (Note 7)

37  b. Unprotected (Attach Detail)

38 OTHER:

38 Other adj. not shown eisewnere {Notes 8 & 9)
40

41 TOTAL FEDERAL INCOME TAXES

Lines 1 through 11 will be carried autorhatically from Schedute 1.
This amount will be calculated automaticaily by applying the weighted cost of debt (including the weighted cost

of preferred trust securuities) to the total invested capital.

for ail piant reflected in Scheduie Il
the taxable income found on Line 28.

Lines 20 and 21.

This amount will be calculated automatically by applying the tax rate of 35% to
This amount will be calculated automatically by applying the tax rate of 35% to the total of

This amount will be derived by muitiplying non-normaiized timing differences times 35%.
This amount may reflect the most recent year end balance

Enter additions as positive amounts and deductions as negative amaounts.
include detailed accounting of this line's components on Supplemental Schedule V.

Indicate here if footnote or comment relating to this schedule is included on Supplemental Schedule V.

310,985,974

Excess of tax depreciation over depreciation claimed on Schedule | ad)usted to remove the effects of Line 14

, Schedule vV
FEDERAL INCOME TAXES Page 1 of 1
M 2) 3 “ (8
Allocation '
Total Percentage Texas Whotesale
Electric (3¥(1) Jurisdiczational Transmission Retail
$269,665,623 598.51% $160,483,883 $16,125,080 $144,358,793
572 601,150 85.76% $62,265,980 53,898,888 $58,367,092
30 0.00% $0 $0 S0
$29,691,044 79.78% $23,686,140 33,824,352 $19,761,788
$0 0.00% 30 50 30
$22,884,013 92.80% $21,236,147 $2,197,341 $19,038,208
$890,739 0.00% 30 $0 S0
30 0.00% 30 S0 $0
$76,023,255 0.00% $0 $0 $0
$0 0.00% $0 S0 S0
$23,088,707 86.09% $19,849,488 $2,869,296 $16,880,193
a 0.00% 0 a 0
39,178 85.77% 33,801 2,104 31,497
26,805 85.76% 22,989 1,439 21,580
Q 0.00% ] Q Q
0 0.00% 0 0 0
140,632 79.86% 112,028 18,115 93,913
953,093 76.96% 733,544 118,614 614,830
0 0.00% 0 0 0
43,691,973 32,657,145 3,101,427 29,555,718
35% 35% 35% 35%
15,292,191 74.74% 11,430,001 1,085,500 10,344,501
382,804 77.31% 295,950 47,855 248,095
151,852 69.54% 105,595 18,045 124,640
953,093 733,544 118,614 614,930
140,632 79.66% 112,028 18,115 93,913
0 0.00% 0 0 0
0 0.00% 0 0 0
$14,733,121 74.57% $1,015,671 $10,008,393



Texas-New Mexico Power Company : - Schedule IVa
Twelve Months Ending December 31, 2004 Page 1 of 2
Note: For the year-end 2004 iiling, this schedule is not in effect and should not be completed.

Consohdated Tax Savings

Line A. If the utility is a member of an affiliated group that files a consolidated tax retum, this schedule will list
the net taxable income after intercompany eliminations of each of the members of the affilated group, including the
utility and the parent company, for the time period covered by the most recent Form 1120 filed in the following format
All non-regulated affiliate companies with net taxable income shall be aggregated for reporting purposes,
and all non-regulated affiliate companies with net taxable losses shall be aggregated as well. The amounts
reported here should not reflect any allocation between affiliates of tax effects of consohdahon if additional
space is required, please provide the information on Schedule 1Vb.
Tax Year Ended: Altemahve
Mininum Tax
Net Taxable income Taxable income
Entity Or Loss (AMTH

Wo~NDG AN

11 Reguilated Entities:

—
w

0O000COVOVOOO0OOO000OO0OO0

OO DO OO LOODDOOOO

28 Subtotal - Regulated

o
o

30 Non-regulated Entities:

32 Aggregate taxable income for
‘33 affiliates with taxable income 0 0

35 ' Aggregate tax losses for . )
36 . affiliates with tax losses 0 0

3e Subtotal - Nen-regulated 0 0

41 Total ’ $0 -$0

{1 Indicate here if Schedule Vb is used as a continuation of Schedule IVa.
{] Indicate here if footnote or comment relating to this schedule is included on Supplemental Schedule V.



Texas-New Mexico Power Company Schedule IVa
Twelve Months Ending December 31, 2004 Page2af 2

Line
No.

WO~ N

Note: For the year-end 2003 filing, this schedule is not in effect and should not be completad.

Consolidated Tax Savings

INSTRUCTIONS: Answer the following questions in the space after part E. If additicnal space is
needed, piease attach additionai shests.

. Show the amount of taxable beneft from consolidated tax savings realized by the utility

during the tax year covered by the most recent Form 1120 filed. Please provide the basis for allocation of such savings.

. If participation in the affiliated group affects deferred federai income taxes as shown

on fine 11 of Schedule Il!, please explain and detzil the amounts shown on a total
company, total electric and Texas retail basis.

. If the utility is a member of an affiliated group that files a consolidated tax retum,

have all amounts of income taxes saved by reason of the elimination in the consolidated retumn
of the intercompany profit on purchases by the utility from an affiliate been appiied

to reduce the cost of the property or services so purchased as reflected in this report?
[Pursuant to PURA Section 53.060(b})]

. If the answer to ('D) aboveis no, please separately state the amounts of intercompany profit and loss and the

amount of income taxes saved by the elimination of intercompany profits which are reflected on
Schedules |, Il and {1l that would be reported on a federal income tax return if one were to be filed
for the reporting periad. i



Texas-New Mexico Power Company Scheduie Vb
Twelve Months Ending December 31, 2004 Page 1 of 1
Note: For the year-end 2004 filing, this schedule is not in effect and should not be completed.
Consolidated Tax Savings (Continued)

This schedule is a continuation of Scheduie 1Va for utilities requiring additional
space. Please list the net taxable income after intercompany eliminations of each of
the members of the affiliated group, including the utility and the parent coampany, for
the time period covered by the most recent Form 1120 filed. The amounts reported
should not reflect any allocation between affiliates of the tax effects of

consclidation. Please categorize this information by regulated versus non-regulated
entities in a format similiar to schedule IVa. Please state the tax year ended.
Remember to include AMTI data.



Texas-New Mexice Power-Company v Schedule V
Twelve Mcnths Ending December 31, 2004

Weighted Average Cost of Capital

Line (a) | (b) NG (d)
N Percent of Weighted
Balance - Total Cost Cost

1 CommonEquit'y $189,302,052 31.75% 11.25% * 3.57%
2 Preferred Stock 0 0.00% 0.00% 0.00%
3 Preferred Trust Securities o 0.00% 0.00% 0.00%
4 Long-Term Debt 408,916,460 £68.25% 7.08% 4.83%
5 Short-Term Debt Q 0.00% 0.00% 0.00%
5]

7 Total, $596,218,512 100.00% 8.40%

*This return on equity was
allowed in Docket No: 22348
The final order was issued on: 10/3/2001

Notes: The costs and balances of preferred stock, preferred trust securities, long-term debt, and short-term debt
should correspond with those provided on Schedules VI, Via, VI, Vila, Vill, IX and Xa. '
The cost of Preferred Trust Securities should be reported on a pre-tax basis as is the cost of debt;
that is, do NOT mutltiply the cost by [1- tax rate] when completing this schedule.
[1 Indicate here if footnote or comment relating to this schedule is included on Supp Sched V.
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Texas-New Mexico Power Company
Twelve Months Ending December 31, 2004

LINE

W o~ O N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

Adjusted Cost of Preferred Stock

Balance of Unamortized Gains (Losses) on
" Redeemed Stock (Sched V1) .
- Balance Related to Gains (Losses) [dentified
in Col.(h) of Schedule VI
Net Balance of Unamartized Gains (Losses) Not
Accounted for in Col.(h) of Scheduie VI

Annual Amortization of Gains (Losses) on
Redeemed Stack '
- Annual Amortization Related o Gains (Losses)
Identified'in Col.(h) of Scheduie VI
Net Annual Amortization of Gains (Losses) Not
Accounted for in Col.(h) of Schedule VI
- Net Balénce of Preferr'ed Stock (Sched. V1)
- Net Balance of Unamortized Gains (Losses) from Line 6
Preferred Stock Balance Excluding Net Gains (Losses)
x Weighted Average Cost of Preferred Stock (Sched.Vl)
" Annual Preferred Stock Requirement
- Net Amortization of Gains (Losses) from Line 15

' Adjusted Annual Preferred Stock Requirement

Adjusted Cost of Preferred Stock (Line 30/Line 19) - ..

. Schedule Via

50

S0

30

§0

30

$Q

$0
30

$0

0.00%

$0

30

$0

0.00%

[ 1 Indicate here if footnote or comment relating to this schedule is incu;ded on Suppiemental Schedule (V.
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Texas-New Mexico Power Company
Twelve Months Ending December 31, 2004

LINE

—-—
OO ~NDO D WN

2 OWoo N bW S OW O~ A WN

32

Adjusted Caost of Long-Term Debt

Balance of Unamortized Gains (Losses) on
Reacquired Debt (Sched.VIl)

Balance Related to Gains (Losses) |dentified
in Col.(h) of Schedule VIl

Net Balance of Unamortized Gains (Losses) Not
Accounted for in Col.(h) of Schedute VIl

Annual Amortization of Gains (Losseé) on
Reacquired Debt

Annual Amortization Related to Gains (Losses)
identified in Col.(h) of Schedule Vii

Net Annual Amortization of Gains (Losses) Not
Accounted for in Cel.(h) of Schedule Vil

Net Balance of Debt (Sched. Vi)

Net Balance of Unamortized Gains (Losses) from Line 6

Debt Balance Excluding Net Gains (Losses)

Weighted Average Cost of Debt (Sched. Vi)

Annual Debt Requirement

Net Amortization of Gains. (Losses) from Line 15

Adijusted Annual Debt Requirement

Adjusted Cost of Debt (Line 30/Line 19)

Schedule Vlla

($1,138,309)

50

($1,138,309)

($156,762)

$0

($1586,762)

$406,916,460
- (81,138,309)

$408,054,769

7.02%

528,643,218

($156,762)

$28,799,881

7.08%

[ ] Indicate here if footnote or camment relating to this schedule is included on Supplemental Schedule IV.



Teias-New Mexico Power Company |
Twelve Months Ending Cecember 31, 2004

Schedute Vl{l

Weighted Average Cost of Short-Term Debt

End of Menitaring Pericd
Tweive Months Ending December 31. 2004

(@ () (c) @
) Balance Weighted
Line Baiance at end of Balance at end of Balance at end of Balance Asa % Average Average
2001 2002 2003 - Qutstanding of Total Cost Cost
1 Bank Loans " wa wa 0 0 0.00% 0.00% 0.00%
2 Cther na n/a Q [¢] C.00% 0.00% 0.00%
3
4 Total Notes Payable ) na n/a n/a $C 0.00% 0.00%

n/a = not applicable for current reporting pericd

{] Indicate here If foatnote or comment relating to this schedule is included on Supp Sched IV.
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Texas-New Mexico Power Conﬁpany
Twelve Months Ending December 31, 2004

LINE

0~ O BWN -

NBNN.—A_A_—I_)_-AA-—I_L—A—L
w 2 O WO NGO B WD 20w

24
25
26

27

28
29
30
31
32

Adjusted Cost of Preferred Trust Securities

Balance of Unamortized Gains (Losses) cn
- Redeemed Securities (Sched.iX)
- Balance Related to Gains (Losses) Identified
in Col.(h) of Schedule IX

Net Balance of Unamortized Gains (Losses) Not
Accounted for in Col.(h) of Schedule IX

Annual Amortization of Gains (Losses) on
Redeemed Securities !
- Annual Amortization. Related to Gains (Losses)
Identified in Col.(h) of Schedule IX
Net Annual Amortization of Gains (Losses) Not
Accounted for in Col.(h) of Schedule IX
Net Balance of Preferred Trust Securities (Sched.IX)
- Net Balance of Unamortized Gains (Losses) from Line 8
Preferred Trust Securities Balance Excluding Net Gains (Losses)
x Weighted Average Cost of Preferred Trust Securities (Sched.!X)
Annual Preferred Trust Securities Requirement
- Net Amortization of Gains (Losses) from Line 15

Adjusted Annual Preferred Trust Securities Requirement

Adjusted Cost of Preferred Trust Securities (Line 30/Line 18)

Schedule IXa

$0

$0

80

$0
$0

30

30
S0

$0

0.00%

80
30

s0

C.00%

[1 Indicate here if footnote or comment relating to this schedule is included on Supplemental Schedule 1V.



Texas-New Mexico Power Company
Twelve Months Ending December 31, 2004

Historical Financial Statistics

(Total Company Basis)

Schedule X

: Monitoring
Line Fiscal Year: 2000 2001 2002 2003 Period
1 Total Debt as a Percent nfa n/a 58.92% 63.28% 68.70%
2 of Total Capital
3
4 CWIP as a Percent of Net Plant n/a n/a 2.32% 2.70% 0.81%
5 .
8 Construction Expenditures as a na nia 6.05% 8.51% 6.83%
7 Percent of Total Capital
8 .
9 Pre-Tax Interest Coverage n/a n/a 3.80 2.31 Q.13
10
11 Funds From Cperaticns / Total Debt n/a n/a -’ 8.19% 16.16% 16.44%
12 :
13
14 Fixed Charge Coverage n/a nla 3.44 230 0.14
15 )
16 Fixed Charge Coverage (including nfa na 3.44 2.30 0.14
17 Cistributions on Pref Trust Securities)
18
18 Funds From Operations Interest Coverage nia nfa 2.21 3.28 3.25
20
21 Net Cash Flow / Capital Cutlays n/a n/a 29.42% 93.70% 143.19%
o .
23 .
24 Cash Coverage of Common Dividends n/a n/a 1.64 2.33 11.39
25
26 AFUDC and Deferrats as a Percent nfa n/a 1.70% 6.46% 0.07%
27 of Net Income for Common
28
29 Return on Average Common Equity nfa n/a 12.28% 10.17% -23.52%

n/a = not applicable for current reporting period

[] Indicate here if footnote or cornment relating to this schedule is included on Supplementai Schedule IV,
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Texas-New Mexico Power Company Schedule X1.3
Twelve Months Ending December 31, 2004
Revenues, Sales, and Customer Data
Weather Data |
(Texas Jurisdiction Only / Retail T&D Only)
(1) (2) (3) (4)
Normal Normal
Cooling Cooling . Heating Heating
' Degree Degree Degree Degree
Line Year Month Days Days ~ Days Days
1 2004 1 14 10 378 476
2 2004 2 2 15 511 396
3 2004 3 18 31 200 254.
4 2004 4 88 84 68 114
5 2004 5 199 212 9 20
6 2004 6 482 434 0 1
7 2004 7 513 569 0 0
8 2004 8 557 832 0 0
9 2004 9 495 555 0 0
10 2004 10 329 289 4 14
11 2004 11 202 105 89 126
12 2004 12 37 27 239 301
13
14
15 Monitoring Period
16 Total (lines 1 thru 12) 2,933 2,963 1,498 1,702

[ ] Indicate here if footnote or comment relating to this scheduleis

included on Supplemental Schedule V.
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Texas-New Mexico Power Company
Twelve Months Ending December 31, 2004

Revenues, Sales, and Customer Data
Weather Adjustment Procedure

Please provide a brief explanation of the procedure that the company used to
derive the weather- adjustment results provided in Schedules Xi.1-X[.3. if
models are used in the development of the weather-adjusted results, please
please provide a brief explanation of the models used.

Include all supporting wdrkpapers.

TNMP is not proposing weather adjustments to MWH sales or revenue.

Schedule X1.5



Texas-New Mexico Power Company ‘ Schedule XI.6
Twelve Months Ending December 31, 2004

- Revenues, Sales, and Customer Data
Other Adjustments to Revenue

Did you experience in the monitoring period any of the following that might have
affected your base revenue significantly:

(a) major loss of load;
(b) significant expansion; _
(c) any other event causing significant change in base revenue.

- If yes, please explain. If possible, enumerate base revenue adjustments for each of
these factors. (Note: Do not identify individual customers loads.)



Texas-New Mexico Power Company : ‘ Schedule Xl
Twelve Months Ending December 31, 2004 ‘

PROPOSED COMPANY ADJUSTMENTS

For each proposed adjustment, please provide a full descripticn. Supporting
workpapers (if any) should be provided as a supplemental attachment
" to the Earnings Report.

Ref. Total Allocation Texas
Line Description Electric . Percentage Jurisdictional




Texas-New Mexico Power Company Schedule X1l
Twelve Months Ending December 31, 2004

EXTRAORDINARY AND NONRECURRING ITEMS
A. Reporting Period

Ref. Line Tatal Texas

Schedule Column Number Descripticn Electric Juris.
On July 22, 2004, the PUCT issued its decision in TNMP's stranded cost 97,835,668

true-up proceeding. The PUCT's decision resulted in a loss of $155.1 million
before an income tax benefit of $57.3 million ($97.8 million after tax). TNMP
recorded the $97.8 million after tax loss as an extraordinary item in the second
quarter of 2004.

_B. Prospective Period

Ref. Line Total Texas
Schedule  Column Number Description Electric Juris.




Texas-New Maxico Power Company Schedule XIv
Twelve Months Ending Decamber 31, 2004 Page 1 of 2

STATUS OF NUCLEAR DECOMMISSIONING FUNDS
Part A: Trust Activity

Unit 1 Unit2 Ynit 3
Line TOTAL COMPANY Qualified Non-Qualified Qualified Non-Qualified , Qualified Non-Qualified
1 Beginning Balance 30 $0 30 30 $0 $0
2 Earnings 0 0 0 0 o] 0
3 Total Deposits 0 0 0 0 0 0
4 .
5 Ending Balance 30 $0 g0 30 30 $0
8
7 TEXAS JURISDICTION
8
9  Beginning Balance ) $0 $0 $0 $0 30 $0
10 Earnings 0 0 0 0 0 0
11 Total Deposits 0 0 0 0 0 0
12 |
13 Ending Balance 30 $0 30 30 30 30
14 .
15
16 )
17 Part B: Trust Investments
18 . '
19 Unit 1 . Unit 2 . Unit3
20
21 . Percent of Ending Balance Percent of Ending Balance Percent of Ending Balance
22 Asset Type (Specify) Qualified Non-Qualified Qualtfied Non-Qualified Qualified Nean-Qualified
oy - e —
24 Text 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
25 Text 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
26 Text 0.0% 0.0% 0,0% 0.0% 0.0% 0.0%
27 Text 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
28 Text 0.0% 0.0% 0.0% 0.0% C.0% 0.0%
29 Text 0.0% 0.0% 0.0% - 0.0% . ¢.0% 0.0%
30 Text 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
31 Taxt 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
32 Text 0.0% 0.0% 0.0% - 0.0% 0.0% 0.0%
a3 Text 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
34 Taxt 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
35 T
38 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
37 ' .
ag .
39 Part C: Other Information
40
41 Unit 1 Unit 2 Unit3
42 -
43 Name of Trustee(s): Text Taxt . Text
44 Text Text . Text
45 Text Text Text

{] - Indicate here i footnote or comment relating to this schedule is inciuded on Supplemental Schedule IV,



Texas-New Mexico Power Company

Scheduls XV

Twelve Months Ending December 31, 2004 . Page 2 of 2
STATUS OF NUCLEAR DECOMMISSIONING FUNDS
Last Dacommissioning Cost
Estimate:
Date: Text Text Text
Amount ($000s): $0 30 $0
Currently Aliowed Decommissioning Expensa:
Allowed Total Allowad
Jurisdiction Effective date Dockat No. Company Amount  Jurisdictional Amount

Text Text Text 30 $0
Text Text Text 30 30
Text Text Text $0 $0
Taxt Text Teoxt 30 30
Text Text Text $0 30

Part D: Deposit Schedule

Unit 1 Unit 2 Unit3
Amount of Deposlt Amount of Deposit Amaunt of Deposit
Oate of Deposit Qualified Nan-Qualified Qualified Non-Qualified Qualified Non-Qualified
Text $0 $0 50 30 $0 $0
Text 0 Q 0 Q 0 Q
Text 0 0 o 0 0 0
Taxt 0 0 o} 0 0 0
Text Q [¢] [} Q Q Q
Text 0 0 . 0 0 0 0
Text 1} o] 0 0 0 0
Taxt 0 0 ) [ 0 8
Text 0 ] 0 0 Q 0
Text 0 0 0 0 [} 0
Text [} 0 Q [} 0 aQ
Text 0 0 0 Q 0 0
$0 30 30 $0 30 50
Part E: Reported Annual Rate of Retum Since Inception— Since inception~
: Raporting Period Reporting Period Total ROR Neat ROR

Fund Annual Total ROR Annual Net ROR {Annualized) {Annualized)

Unit 1 Quaiified 0.00% 0.00% 0.00% 0.00%

Unit 4 Ungualified 0.00% 0.00% 0.00% 0.00%

Unit 2 Qualified 0.00% 0.00% 0.00% 0.00%

Unit 2 Unqualified 0.00% 0.00% 0.00% 0.00%

Unk 3 Qualified 0.00% 0.00% 0.00% 0.00%

Unit 3 Unqualified 0.00% 0.00% 0.00% 0.00%

Spent Fuel * 0.00% 0.00% 0.00% 0.00%

indicate here if footnote or comment relating to this schedule is included on Supplementat Schedute IV,
* Complete line 84 i funding for Spent Fusi Is accounted for separately.



Texas-New Mexico Power Company ‘ ‘ Supplementat Schedule -1
Twelve Months Ending December 31, 2004

AMORTIZATION EXPENSE

Total Total Texas
Line Description Company Electric Jurisdictional
1 ] 0 0
2 0 0 0
3 o] 0 [
4 0 o 0
5 0 0 0
6 0 0 0
7 0 0 0
8 0 0 0
9 0 0 0
10 0 0 0
11 0 0 0
12 0 0 0
13 0 0 0
14 g 0 0
15 0 ] 0
16 0 0 0
17 0 0 0
18 0 0 0
19 0 0 0
20 0 0 0
21
22 Total Amortization Expense Other 30 - $0 $0

Note: Include pre-September 1999 iong-term debt and preferred stock transaction costs if they are being amortized as a
cost-of-service item per the final order in the company's unbundied cost-of-service docket. The reported amount should also
include any aliowed return granted in the company's unbundled cost-of-service docket and not incfuded as an addition to rate
base. Post-September 1998.long-term debt and preferred stock transaction costs should be included in Schedule V!a and Viia.

{1 Indicate here if footnote or comment relating to this schedule is included on Supp Sched iV.



Texas-New Mexico Power Company " Supplemental Schedule -2
Twelve Months Ending December 31, 2004

OTHER EXPENSES
Total Total : Texas
Line Description Company Electric Jurisdictional

1 Other Power Supply expense inciuded in FERC Form 1 76,023,255 76,023,255 30

2 ' 8] 0 0

3 0 0 0
4 0 0 0

5 0 0 0

6 0 [ o]

7 Q 0 0

8 0 0 0

9 Q 0 0
10 0 0 0
11 0 0 0
12 0 0 0
13 0 0 0
14 0 0 0
15 Q o] Q
16 0 0 0
17 0 0 0
18 0 o] 0
19 [¢] 0 0
20 0 0 0
21
22 Total Other Expenses $76,023,255 $76,023,255 $0

[X] Indicate here if footnote or comment refating to this schedule is included on Supp Sched IV,



Texas-New Mexico Power Company
Twelve Months Ending December 31, 2004

Summary of Substantive Rule 25.77 Expenditures

Supplemental Schedule Ij-1

Total Texas FERC
Line Bescription Electric Jurisdiction Account No.
1 Business gifts and Entertainment 50 350 -
2 Institutional Advertising 13,718 13,718 09
3 Consumption-inducing Advertising 10,127 10,127 913
4 COther Advertising 124,163 108,514 930.1
5 Public Relations Expense . 0 0 -
8 Legislative Advacacy (Note A) 11,870 4,540 © 426.4
7 Representation Before a Gov't Bady (Note B) 4,440,418 3,706,335 928
8 Legal Expenses (Note C) 2,485,153 2,025,204 923
e Charitable, Civie, and Religious Donations ' 162,134 91,805 426.1
10 Political Contributions : o] 4} -
11 Dues and Membership Fees 310,050 216,438 426.4,930.2
12 :
13 $6,176,681

Total ’ $7,557,633

Note A !nfoﬁnation shall inciude, but nat be limited to, ad\méacy before any legislative bedy.
Note B: information shall include representation before any govemmental agency or body,

including municipalities.

Note C: Information shall include legal expenses not accounted for in other categories.

[ ] Indicate here if footnote or comment relating to this schedule is included on Supplemental Schedule IV,



Texas-New Mexico Power Company Supplemental Scheduie (111
Twelve Months Ending December 31, 2004

‘.

OTHER INVESTED CAPITAL ADDITIONS
End of Reporting Period

Total Total Texas
Line Description Company Electric Jurisdictional
1 Regulatory assets including NM rate case, NM $5,621,691 $5,621,691 $4,006,678
{ransition charges, and System Benefit Fund

2 0 0 [

3 0 0 0

4 0 0 0

5 0 0 0

6 0 0 0

7 0 0 0

8 0 e 0

9- 0 0 0
10 0 0 o]
11 0 0 0
12 0 0 0
13 0 0 0
14 0 0 0
15 0 0 ¢
16 0 0 0
17 0 0 0
18 0 0 0
19 0 0 0
20 0 0 0
21 :
22 Total Other Invested Capital Additions $5,621,691 $5,621,691 $4,006,678

{1 Indicate here if footnote or comment relating to this schedule is included on Supp Sched V.



Texas-New Mexico Power Company Supplemental Schedule 111-2
Twelve Months Ending December 31, 2004

OTHER INVESTED CAPITAL DEDUCTIONS
End of Reporting Period

Total Total Texas
Line Description Company Electric Jurisdictional
1 $0 $0 30
2 0 0 -0
3 0 0 0
4 0 0 0
5 0 0 0
8 0 0 Q
7 0 0 0
8 0 ¢ 0
g 0. 0 0
10 0 0 0
11 o] 0 0
12 0 0 0
13 0 0 0
14 0 0 0
15 0 0 0
16 0 0 0
17 0 0 0
18 0 0 0
19 0 0 0
20 0 0 0
21
22 Total Other Invested Capital Deductions 30 $0 $0

[1 Indicate here if footnote or comment relating to this schedule is included on Supp Sched V.



Texas-New Mexico Power Company Supplemental Schedule vV

Twelve Months Ending December 31, 2004 Page 10of4
COMMENTS/FOOTNOTES

Ref. Line

Schedule  Column Number Comments/Footnotes Amount

Si2 1 The amounts shown on these lines are power production and other power $76,023,255

supply expenses, respectively. These expenses are not transmission or
distribution related, but are included here to facilitate reconciliation of
Schedule | to TNMP's FERC Form 1 for the year ended December 31, 2004



Texas-New Mexico Power Company V Supplemental Schedule IV
Tweive Months Ending December 31, 2004 : Page 2 of 4

Ref, Line

Schedule Column Number Comments/Footnotes Amount



Texas-New Mexico Power Company Supplemental Schedule IV
Twelve Months Ending December 31, 2004 ' Page 3of 4
Ref. Line

Schedule  Column Number Comments/Footnotes Amount




Texas-New Mexico Power Company _ Suppiemental Schedule 1V
Twelve Months Ending December 31, 2004 Page 4 of 4

Ref. . Line
Schedule Column Number Comments/Footnotes Amount




Texas-New Mexico Power Company Supplemental Sched V
Twelve Months Ending December 31, 2004

Special Rates
DEFINITION: Special rates include rates such as legislatively mandated rates (e.g., university discount rates),

Please complete the information required by items 1, 2, 3, and 4 in the table below.

Answer the following in the table below:
1. Name and describe the qualification criteria for each special rate schedule availabie to customers and reported in

each row of the foliowing table. Separate jurisdictions should aiso be identified in this column.

2. Provide the total number of delivery points taking service at each special rate.

3. Provide the total actual base revenue recovered during the reporting period
from all delivery points taking service at each special rate. _

4. Assuming that special-rate services were provided at corresponding standard tariff rates, calculate the total
amount of base revenues that would resuit.

Revenue Imputation for Special Rates

) ‘ @ @ (4)
Total Amount of

) Total Actual Base Revenues
Name of Total Number Base Revenues Assuming
Special Rates of Delivery Pts, Recovered Standard Tariffs
State Colleges and Universities Discount 27 $63,315 $76,010
0 $0 80
0 $0 30
0 $0 $0
0 $0 30
0 $0 30
0 30 80
TOTAL ’ $63,315 $76,010
Revenue Imputation:
Base Revenues at Standard Tadff Col (4) 376,010
Less Actual Base Revenues Col (3) $63.315

$12,685



Signature Page
Public Utility Commission of Texas—Earnings Report
Twelve Months Ending December 31, 2004

| certify that | am the responsible official of Texas-New Mexico Power Company ;

that | have examined the foregoing report; that to the best of my knowledge, information, and belief, all
statements of fact contained in the said report are true and the said report is a correct statement of the
business and affairs of the above-named respondent in respect to each and every matter set forth
therein during the period from January 1, 2004, to December 31, 2004, inclusive.

5/12/2005
Date -Signature

Joseph B. Hegwood

Vice sident & Controlier
itle

Address: :
4100 Intemnational Piaza
Fort Worth, TX 76109
Phone:

(817) 377-5556

Email address:
jhegwood@tnpe.com

Alternative contact regarding this report:

Name: Bianca Stock
Title: Supervisor - General Accounting

Address: :
4100 International Plaza
Fort Worth, TX 76108
Phone;

(817) 377-5572

Email address:
bstock@tnpe.com



COMEAU, MALDEGEN, TEMPLEMAN & INDALL, LLP

Attorneys at Law

Michael R. Comeau
Coronado Building, 141 E. Palace Avenue

Larry D. Maldegen

William P. Templeman Post Office Box 669
Jon J. Indall Santa Fe, New Mexico 87504-0669 G. Stanley Crout
Stephen J. Lauer Telephone (505) 982-4611 1937-1987
Paula A. Cook Facsimile (505) 988-2987 Charles D. Olmmsted
Grey . Handy wtempleman@cmtisantafe.com 1925-1991
Joseph E. Manges
Sharon W. Horndeski . Y ~
Michelle S. Leighton CO = -
Pamela N.C. Emsden . il
. =2 O
= O g
* N ‘:: .‘: _.t l.
April 27, 2005 N ozes
A
- 9P >
= QQ T
VIA HAND DELIVERY e T
Records

New Mexico Public Regulation Commission
224 East Palace Avenue, Marian Hall
Santa Fe, New Mexico 87501

Attn: Marge Webster

Re: Texas-New Mexico Power Company Annual F iliﬁgs

Dear Marge:

Enclosed for filing on behalf of Texas-New Mexico Power Company are the
following documents: '

L. 2004 Annual Report of Class I Transactions Pursuant to NMPRC Rule

450;
2. 2004 Annual Report of Class I Transactions Pursuant to NMPRC rule
450; '
= 3. Texas-New Mexico Power Company New Mexico Load Forecast;
4, New Mexico Jurisdictional Information, Form 1, Year Ending December
31, 2004; :
=5, Texas-New Mexico Power Company’s Annual Informational Financing
Filing Pursuant to Code of Rules and Regulations 17 NMAC 1.2.51.1;
6. United States Securities and Exchange Commission Form 10-K for Texas-
New Mexico Power Company for Year Ending December 31, 2004,
7. United States Securities and Exchange Commission Form 10-K for TNP

Enterprises, Inc., for Year Ending December 31, 2004; and

hatind
14 MERITAS LAW FIRMS WORLDWIDE



Records, NM Public Regulation Commission
April 27,2005
Page 2

8. FERC Financial Report, FERC Form No. 1 for Texas New Mexico Power
Company, Year Ending December 31, 2004.
Please contact me with any question‘s.
Very truly yours,

I T e

William P. Templeman

WPT:spd

Enclosure

cc w/encl: B. Jan Adkins
cc: Gary Boyle

KATEXAS_NM POWER _| {58_00\Lctters\Records_042705.doc



BEFORE THE NEW MEXICO PUBLIC REGULATION COMMISSION

TEXAS-NEW MEXICO POWER COMPANY
2004 ANNUAL REPORT OF CLASS I TRANSACTIONS
PURSUANT TO NMPRC RULE 450

Gary W. Boyle
TEXAS-NEW MEXICO POWER COMPANY
4100 International Plaza
P.O. Box 2943
Fort Worth, Texas 76113
Telephone: (817) 737-1386
Facsimile: (817) 737-1333

: William Templeman
COMEAU, MALDEGEN, TEMPLEMAN & INDALL, LLP
141 East Palace Avenue
_ P. 0. Box 669
Santa Fe, New Mexico 87504-0669
Telephone: (505) 982-4611
Facsimile: (505) 988-2987



TEXAS-NEW MEXICO POWER COMPANY
2004 ANNUAL REPORT

CLASS I TRANSACTIONS
Texas-New Mexico Power Company (TNMP) hereby files its 2004 Class I Transaction Report in
accordance with Section 450.11 of New Mexico Public Regulation Commission Rule 450.
1. This report consists of exhibits, which report Class I Transactions occurring during 2004,

between TNMP and its affiliated interests.

2. This report includes the following exhibits and are attached or incorporated by reference

as indicated.
EXHIBIT A (attached): Texas-New Mexico Power Company

Class I Transactions Report ,
For the Year Ended December 31, 2004;
TNP Transaction Detail
FCP Transaction Detail

EXHIBIT B (incorporated by reference): Agreement between TNMP and TNP dated June 6,
1997. The June 6, 1997 Agreement was the subject of the Notice of Amendment to Class I
Transaction filed with the Commission on June 6, 1997 and was attached thereto.

EXHIBIT C (incorporated by reference): Agreerhent between TNMP and TGC dated August
10, 1998. The August 10, 1998 Agreement was the subject of the Notice of Amendments to

Class I Transactions filed August 14, 1998 and was attached thereto. -

EXHIBIT D (incorporated by reference): Agreement between TNMP "and TGCII dated .
August 10, 1998. The August 10, 1998 Agreement was the subject of the Notice of Amendments
to Class I Transactions filed August 14, 1998 and was attached thereto.

EXHIBIT E (incorporated by reference): Agreement between TNMP and FCP dated April 26,
2002. The April 26, 2002 Agreement was the subject of the Notice of Class I Transactions filed
with the Commission April 30, 2002 and was attached thereto.

EXHIBIT F (incorporated by reference): Agreement between TNMP and FCP effective

January 2, 2002. The January 2, 2002 Agreement was the subject of the Notice of Class I

Transactions filed with the Commission July 26, 2002, and was attacied thereto.

EXHIBIT G (incorporated by reference): Sublease between TNMP and First Choice Power
Special Purpose, L.P., dated June 1, 2004. The June 1, 2004 Sublease was the subject of the



Notice of Class I Transactions filed with the Commission July 2, 2004, and was attached thereto
as Exhibit A.

EXHIBIT H (incorporated by reference): Release of Guaranty between TNMP and
Constellation Power Source, Inc., dated June 1, 2004. The June 1, 2004 Release of Guaranty
was the subject of the Notice of Class I Transactions filed with the Commission July 2, 2004,

and was attached thereto as Exhibit B.

EXHIBIT I (incorporated by reference, to the extent necessary): The Stock Purchase
Agreement between PNM Resources, Inc. and SW Acquisition, L.P., dated July 24, 2004. The
July 24, 2004 Stock Purchase Agreement was included as an exhibit in Case No. 04-00315-UT,
Application of PNM Resources, Inc. and Texas-New Mexico Power Company for Approval of
Texas-New Mexico Power’s Proposed Regulatory Plan; And For All Other Apporvals and
Authorizations Required to Effectuate and Implement the Acquisition, filed with the
Commission September 9, 2004, and was attached thereto as Exhibit A.



Dated: April 21 , 2005

ATTORNEYS FOR
TEXAS-NEW

CO POWER COMPANY

/

By -

Gary W. Bo(iuleaz (/

Texas-New co Power Company
P.O. Box 2943

Fort Worth, Texas 76113
Telephone: (817) 737-1386
Facsimile: (817-737-1333

L\A«QQ\_ ﬁ/({/fy/{@u/\—

William Templeman

Comeau, Maldegen, Templeman & Indall, LLP
141 East Palace Avenue

P. O. Box 669

Santa Fe, New Mexico 87504-0669
Telephone: (505) 982-4611

Facsimile: (505) 988-2987



STATE OF TEXAS }
sS.
COUNTY OF TARRANT }
Joseph Hegwood, being first duly sworn, deposes and states as follows: I am Vice President &

Controller of Texas-New Mexico Power Company (TINMP). I have read the foregoing 2004

Annual Report of Class I Transactions pursuant to NMPRC Rule 450 and the facts stated therein

e
fa—

RV
Subscribed and sworn to before me by Joseph Hegwood on this »(_5 day of April, 2005.

5 Qe (il

are true to the best of my knowledge.

¢ Notary Public

My commission expires:

B. JAN ADKINS
Notary Public, Stats of Taxas

@f/mz 3p Roes
{/ 7

My Commisaion Expires
~ June 30,2008




Texas-New Mexico Power Company

TNP Enterprises, Inc. Transactions Detail
For the Year Ended December 31, 2004

Class I Transactions Report

(Amounts in $1,000's)

Account Description Debit Credit
Number
146 Receivables 2,404
242 Payroll and Payroll related payable 801
232 Accounts Payable 1,503
455 R ent 100

To record charges incurred by Texas-New Mexico Power Company

(TNMP) on behalf of TNP Enterprises (TNP).

Payroll is direct charged by TNMP employees as they work on TNP activities. Benefit
charges will follow the payroll charged to these TNP activities. Administrative and
general (A&G) expenses are direct charged whenever possible. Other A&G overhead
expenses are billed to TNP based on a periodic work study of hours spent by TNMP
employees on TNP activities and various other reasonable allocation methods.

EXHIBIT A




Texas-New Mexico Power Company

Class I Transactions Report
First Choice Power Company Transactions Detail

For the Year Ended December 31, 2004

(Amounts in $1,000's)

Account Description Debit Credit
Number
146 Receivables 15,056
242 Payroll and Payroll related payable 6,005
232 IAccounts Payable 7,431
455 Rent 1,620

Payroll is direct charged by TNMP employees as they work on First Choice Power
activities. Benefit charges will follow the payroll charged to these First Choice Power
activities. Administrative and general (A&G) expenses are direct charged whenever
possible. Other A&G overhead expenses are billed to First Choice Power based on a
periodic work study of hours spent by TNMP employees on First Choice Power activities

To record charges incurred by Texas-New Mexico Power Company
(TNMP) on behalf of First Choice Power, L.P. and First Cho1ce Power Special
Purpose, L.P. , (collectively First Choice Power).

and various other reasonable allocation metho_ds.

EXHIRIT A




BEFORE THE NEW MEXICO PUBLIC REGULATION COMMISSION

COPY

TEXAS-NEW MEXICO POWER COMPANY
2004 ANNUAL REPORT OF CLASS I TRANSACTIONS
PURSUANT TO NMPRC RULE 450

Gary W. Boyle
TEXAS-NEW MEXICO POWER COMPANY
4100 International Plaza
P.O.Box 2943
Fort Worth, Texas 76113
Telephone: (817) 737-1386
Facsimile: (817) 737-1333

William Templeman
COMEAU, MALDEGEN, TEMPLEMAN & INDALL, LLP
141 East Palace Avenue
P. O. Box 669
Santa Fe, New Mexico 87504-0669
Telephone: (505) 982-4611
Facsimile: (505) 988-2987



TEXAS-NEW MEXICO POWER COMPANY
2004 ANNUAL REPORT

CLASS II TRANSACTIONS

Texas-New Mexico Power Company (TNMP) submits its Annual Report for 2004 concerning
Class II transactions pursuant to NMPRC Rule 450 as follows:

(A) Affiliates of TNMP:

Company Name Abbreviation Description

William J. Catacosinos wiC Dr. Catacosinos is Managing
Member of SW II Acquisition
LLC

SW II Acquisition, LLC SWII Parent company of wholly
owned Subsidiary, SW I

Acquisition G.P.,,L.P. SW II
is a Texas limited liability
Company

S W I Acquisition G. P,, L.P. SW I Parent company of wholly
owned subsidiary, SW
Acquisition L.P. SWlisa
Texas limited partoership.

S W Acquisition, L.P.! SW Parent company of wholly
owned subsidiary TNP
" Enterprises, Inc. SWisa
Texas limited partnership.

TNP Enterprises, Inc. TNP ' Parent company of the wholly
owned subsidiaries, Facility
Works, Inc., First Choice
Power, L.P., TNP Operating
Company, Texas-New Mexico
Power Company and TNP
Technologies LLC.

-

I"vor mtormation concerming himited partners
of SW Acqguisition see January 18, 2060

Ordet of the Commission in Case Na. 3103.



Facility Works, Inc.

First Choice Power, L.P.

First Choice Power Special
Purpose, L.P.

First Choice Power GP, LLC

First Choice Special Purpose
GP,LLC

Texas Generating Company,
L.P.

Texas Generating Company II,
.LLC

TINP Technologies LLC

FWI

FCP

FCPSP

FCPGP

FCSPGP

TGC

TGCII

TNPT

A wholly owned subsidiary of
TNP. FWI has discontinued its
operations in the unregulated
facility service and
construction market.

A limited partnership that
provides services to First
Choice Power Special
Purpose, L.P.

A limited partnership. FCPLP -
owns a 99.5% ownership
interest.

A limited lability company
and general partner of First
Choice Power, L.P.

A limited liability company
and general partner of First
Choice Power Special
Purpose, L.P.

TNMP holds a 99%
partnership interest in TGC.
The remaining 1% is held by
TGC I, which is wholly
owned by TNMP.

A wholly owned subsidiary of
TNMP. TGC IIowns a 1%
partnership interest in TGC.

A wholly owned subsidiary of
TNP. Engaged in activities
related to development of
power supply business.

The home office address for all of the affiliates, except WIC, SW II, SW [ and SW is:

4100 International Plaza P.O. Box 2943

Fort Worth, Texas 76113



The home office address for WJC, SW I, SW I and SW is:

2 Robbins Lane, Suite 201
Jericho, New York 11753

On July 24, 2004, SW entered into a Stock Purchase Agreement with PNM Resources, Inc.
(PNM Resources). If the Commission concludes that the acquisition of TNP’s stock by PNM
Resources is a Class II transaction, the details of the transaction are reflected in the Stock
Purchase Agreement attached to the Application filed in Case No. 04-00315-UT on September 9
2004. The prospective TNMP affiliates and their respective home office addresses, as a result of
the transaction, are listed in Exhibit C to the Stipulation filed in Case No. 04-00315-UT on
February 28, 2005.

. (B) Investment in each affiliate:

TNMP's equity investment in affiliates is as follows:

WIC
SWII
SWI
SW
TINP
FWI
FCP
FCPSPLP
FCPGP
FCSPGP
TNPO
TNPT
TGC
TGCII

Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
$ -0-

$ -0-

(C)  Joint officers, directors, employees and facilities:

See answer to Item (J) for a listing of all Officers and Directors of TNMP and its
affiliates. TNMP charges TNP and FCP monthly for the costs incurred directly or
indirectly on behalf of those companies. Such costs related to TGC and TGC II are
included in the allocation to Texas jurisdictional operations.

(D)  All agreements or contracts required to implement and/or continue the Class II
e

The merger agreement that resulted in the acquisition of TNP by SW is described in Case
No. 3103 and was consummated in 2000. See the 2004 Annual Report of Class I
Transactions filed simultaneously with the NMPRC for other agreements.

(4R T4 1munr§mnn+
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(E)

(¥)

G)

On June 1, 2004, Constellation Power Source, Inc. (Constellation) released TNMP from
TNMP’s guaranty of the obligation of FCP incurred in connection with FCP’s certain
power purchase agreement with Constellation. The Release of Guaranty between TNMP
and Constellation, dated June 1, 2004, was the subject of the Notice of Class I
Transactions filed with the Commission July 2, 2004, and was attached thereto as Exhibit
B.

Summary and explanation of any transactions or agreements between T‘WIP and
its affiliates, corporate subsidiaries or holding company:

See answers to [tems A and D and Commission Case Nos. 3103, 3603, 3643, 3672 and
03-00333-UT.

Allocation factors utilized, the dollar amounts involved, and an explanation of how
the factors are computed, why that methodolooy is appropriate, and why the
allocation is required:

See the simultaneously filed 2004 Annual Report of Class I Transactions.

Explanation and justification of any changes to any part of TNMP's General
Diversification Plan or representations made to the Commission in connection
therewith:

See the simultaneously filed 2004 Annual Report of Class [ Transactions for details of
transactions. See also the Notification of Information updating Texas-New Mexico Power
Company’s Amended General Diversification Plan attached as Exhibit C to the
Stipulation filed with the Commission in Case No. 04-00315-UT on February 28, 2005.

Immediate and projected long-term (up to S years) impact of Class II transactions
on TNMP's capital structure:

As stated above, SW owns 100% of the shares of common stock of TNP, TNP owns
100% of the shares of common stock of TNMP, and TNMP owns 99% and 100% of the
partnership interests in TGC and TGC II, respectively. TGC II owns the remaining 1% -
partnership interest in TGC. This should not have any impact upon TNMP's capital
structure. TNMP's General Diversification Plans, which were approved by the
Commission in Case Nos. 1886, 2173, 2247 and 3103, explain TNMP's corporate
organization in detail and any anticipated impacts on TNMP's capital structure. :

TNMP’s prospective capital structure is described in the Notification of Information
updating Texas-New Mexico Power Company’s Amended General Diversification Plan
attached as Exhibit C to the Stipulation filed with the Commission in Case No. 04- 00315-
UT on February 28, 2005.

In connection with the acquisition of TNP, PNM Resources intends to add TINMP .as a
borrower under its revolving credit facility. The revolving credit facility will be an-
unsecured credit facility with borrowing capacity equal to the lesser of a) $100 million or
b) the unused facility total ($400 million) including PNM Resources and-FCP, with an
initial term up to sixty (60) months (expiration is November 2009). The potential



obligations of TNMP under this Agreement and the other Credit Documents to which it
may become a party are several and not joint. PNM Resources may, after one year,
extend the term of the credit facility by one year. '

@ Identification and explanation of method by which Class II Transactions or any
action relating thereto that has a utility accounting impact or will be accounted for
by the utility:

TNMP utilizes the Uniform System of Accounts as prescribed by the Federal Energy
Regulatory Commission. The salary and benefits of employees of TNMP providing
services to TNP will be charged to TNP, as provided in the simultaneously filed 2004
Annual Report of Class I Transactions. Services provided by TNMP for TGC, TGC II,
FCP and FWI are accounted for on the books of TNMP under its appropriate
jurisdictional accounts. All services performed by TNMP for affiliates are in accordance
with the agreements between TNMP and those affiliates, as set forth in the 2004 Annual
Report of Class I Transactions simultaneously filed with the NMPRC.
@Q)] Names of the officers and managers of TNMP and its affiliates:
Officers, managers and directors listed below are as of March 9, 2005.
SW II ACQUISITION, LLC

Members

William J. Catacosinos

James W. Catacosinos

William W. Catacosinos

SW I ACQUISITION G.P., L.P.

The general partner is SW I, whose managing member is WJC.

SW ACQUISITION, L.P.

The general partner is SW I, whose general partner is SW II.

TNP ENTERPRISES, INC.
Officers
William J. Catacosinos Chairman & Chief Executive Officer
Michael E. Bray President & Chief Operating Officer
Theodore A. Babcock Chief Financial Officer
Manjit S, Cheema Treasurer
Kathleen A. Marion Secretary
Directors

William J. Catacosinos, Chairman
Michael E. Bray



Gerald L. Brodsky
James T. Flynn
Kenneth S. Grossman
David Kehler

Leeam Lowin

James O'Brien
Steven Shulman

TEXAS-NEW MEXICO POWER COMPANY

Officers

Jack V. Chambers Chairman, President & Chief Executive Officer
Scott Forbes Senior Vice President & Chief Financial Officer
W. Douglas Hobbs Senior Vice President & Chief Operations Officer
Melissa D. Davis Vice President - Human Resources

Joel Ivy ' Vice President — Technical Services

Neal Walker Vice President — Market Operations

Michael Kennemer Vice President — Audit Services

Michael D. Blanchard Vice President & General Counsel

C. Adam Carte Vice President & Treasurer

Joesph Hegwood Vice President & Controller

Georgia Chambers Chief Information Officer

Paul W. Talbot Secretary

B. Jan Adkins Assistant Secretary

Directors

Jack V. Chambers, Chairman
Michael E. Bray
Tim H. Carter
William J. Catacosinos
James T. Flynn
Leeam Lowin
FIRST CHOICE POWER, L.P. (F/K/A) '
FIRST CHOICE POWER, INC.

The general partner is FCPGP, LLC — (0.5% ownership interest). The limited partner is TNP
Enterprises, Inc. — (99.5% ownership interest).

FIRST CHOICE POWER SPECIAL PURPOSE, L.P.

The general partner is FCSPGP, LLC — (0.5% ownership interest). The limited partner is First
Choice Power, L.P. — (99.5% ownership interest).



FIRST CHOICE POWER GP, LLC
(General Partner of First Choice Power, L.P.

Officers

Manjit S. Cheema President

Scott Forbes Chief Financial Officer

Terry Beck Vice-President — Sales & Marketing
Rita Beale Vice President — Energy Services
John Menichini Vice President — Customer Operations
Paul W. Talbot Secretary

Managers

Michael E. Bray, Chairman
Jack V. Chambers
Theodore A. Babcock
William J. Catacosinos
Manjit S. Cheema

William W. Meadows

FIRST CHOICE SPECIAL PURPOSE GP,LLC
(General Partner of First Choice Power Special Purpose, L.P.)

Officers

Manjit S. Cheema President

Scott Forbes Chief Financial Officer

Terry Beck Vice-President — Sales & Marketing
Rita Beale ' Vice President — Energy Services
John Menichini Vice President — Customer Operations
Paul W. Talbot Secretary

Managers

Michael E. Bray, Chairman
Jack V. Chambers
Theodore A. Babcock
William J. Catacosinos

‘Manjit S. Cheema

William W. Meadows :
Orlando Figueroa (Independent Manager designated by Constellation Power Source, Inc.)

- TEXAS GENERATING COMPANY, L.P.

mala Adwardida

Mexico Power Company - (95% ownership interest).

. The general partner is TGC IT - (1 % ownership interest). The limited partner is Texas-New



TEXAS GENERATING COMPANY II, LLC

Officers
Vacant President
Manjit S. Cheema Vice President
Paul W. Talbot Secretary
Vacant Treasurer
Managers

Jack V. Chambers, Chairman
Manjit S. Cheema
acant
FACILITY WORKS, INC.

Officers .

Scott Forbes , President

Manjit S. Cheema Vice President & Treasurer
W. Douglas Hobbs Vice President

Michael D. Blanchard Secretary -

Rhonda L. Lenard Assistant Secretary

Directors
- Jack V. Chambers, Chairman
Michael D. Blanchard
Manjit S. Cheema

TNP OPERATING COMPANY
Officers ,
Jack V. Chambers President
Manjit S. Cheema Vice President & Treasurer
Michael D. Blanchard Secretary

- Directors

Jack V. Chambers, Chairman
Michael D. Blanchard
Manjit S. Cheema

TNP TECHNOLOGIES, LLC

‘Managers
Jack V. Chambers

Michael D. Blanchard
Manjit S. Cheema

Officers

- Jack V. Chambers President
Manjit S. Cheema Vice President
Paul W. Talbot - Secretary

(X) Most recent Balance Sheet and Income Statement from each of the utility's



affiliates, corporate subsidiaries and holding company which have been provided to
or are in the possession of the utility:

For each such company, see the attached exhibit:

COMPANY EXHIBIT
SW Acquisition, L.P. and Subsidiaries (includes TNP |
Consolidated) A
TNP Enterprises, Inc. and Subsidiaries (includes TNMP
Consolidated and affiliates, FCP, TNPO and FWI) B
(L) Effect of the Class II transactions or any action related thereto on the financial

(0)

performance of the utility and the utility's ability to provide reasonable and proper
service at fair, just and reasonable rates:

There has been no effect. See answers to Items (A), (C), (D) and (H).

All costs and fees related to the Class II transaction(s) and any necessary corporate
restructuring:

Costs and fees related to the Class II transactions described above are reported for
accounting purposes as transactions between TNMP and TNP, FCP, TGC and TGC II
which are also reported simultaneously in the 2004 Annual Report of Class I
Transactions.

Year-by-year, annual five-year projection using pro forma financial statements
showing the effects of the utility's decision to enter into Class II transactions
compared with a decision not to enter into Class II transactions and showing the
expected impact of the Class II transactions and their resulting efféct on utility rates
and/or other matters relating to the public interest:

There has been no effect and none is expected. See answers to Items (A), (C), (D) and

(H).

The end-of-year consolidated capital structure:



Consolidated Capital Structure of
S W Acquisition, L.P. and Subsidiaries,
TNP Enterprises, Inc. and Subsidiaries and
Texas-New Mexico Power Company and Subsidiaries At December 31, 2004
(Amounts in $1,000's)

(Unaudited)
SW TNP TNMP
Common equity (Members' caprcal) $ (29,680) § (29,680) § 189,302
Preferred stock 187,878 187,878 -
Long-term debt (excludes current maturities) 800.256 800.256 415,569
Total Capitalization § 958,454 § 958,454 $604,871

(P)  An explanation of how the utility's capital structure, cost of capital and ability to
raise capital have been impacted by Class II transactions and their resulting effect:

There have been no such effects.

(Q) The amount of dollars transferred between the utility and each affiliate during the
annual period and the purpose of each transfer:

See below (amounts in $1,000's):

Transfers from TNMP to TNP

$ 6,000 Dividends on the common stock of TNMP, which is wholly owned by TNP.

For further transactions, please see the simultaneously filed 2004 Annual Report of Class I
Transactions.

(R)  An explanation of how the utility's taxes and their calculation ha\';e been impacted,
both on a stand-alone basis and consolidated basis, by Class II transactions and
their resulting effect:

TNP files a consolidated federal income tax return that includes the consolidated
operations of TNMP and its subsidiaries pursuant to a tax sharing agreement as discussed
in Case No. 3103. The amounts of income taxes recognized on TNMP's financial
statements are computed as if TNMP and its subsidiaries filed a separate consolidated
federal income tax return. See the 2004 Annual Report of Class I Transactions and its
referenced exhibits also filed with the Commission.

(S) A five-year, year-by-year projection of new utility capital requirements categorized
~ and identified to the extent the utility is able and the projected sources and amounts
of capital that will be used to meet these requirements:



Projected Capital Requirements (Amounts in $1,000's) *

Description 2005 2006 2007 008 200

Transmission & Distribution  $35,200  $31,300 $31,800 $32.200 $32,700
General 2.600 2.600 2.600 2.600 2.600

Total Capital Requirements 537800 $33900 $34400 $34.800 $35300

Projected Sources of Funds (Amounts in $1,000's) *

Description 2005 2006 2007 2008 2009

Cash Flows from Operations $53.800 $65800 $69.100 $63.600 $63.600

(M)

TNMP defines new capital requirements as the construction of new utility plant. TNMP
anticipates that these requirements will be funded through internally generated cash and
cash on hand. This schedule does not include a projection of sources and requirements for
other items, such as the retirement or issuance of new securities.

In connection with the acquisition of TNP, PNM Resources intends to add TNMP as a
borrower under its revolving credit facility. The revolving credit facility will be an
unsecured credit facility with borrowing capacity equal to the lesser of a) $100 million or
b) the unused facility total ($400 million) including PNM Resources and FCP, with an
Initial term up to sixty (60) months (expiration is November 2009). The potential
obligations of TNMP under this Agreement and the other Credit Documents to which it
may become a party are several and not joint. PNM Resources may, after one year,

~extend the term of the credit facility by one year.

An explanation of any impacts on new utility capital requirements from Class II
transactions and their resulting effect: ‘

As described in Case No. 3103, on Apnil 7, 2000, ST Acquisition Corp., a Texas
corporation (ST Acquisition) merged with and into TNP, the parént corporation of .

- TNMP. Upon closing, each outstanding share of TNP's common stock that was

outstanding at the effective time of the merger was automatically converted into the right
to receive $44.00 in cash.

Prior to the merger, TNP common stock was traded on the New York Stock Exchange.
As aresult of the merger, TNP is no longer publicly held.

The merger occurred pursuant to an Agreement and Plan of Merger dated May 24, 1999,
between TNP, ST Acquisition and SW, the parent of ST Acquisition (SW Acquisition).
TNP is the surviving corporation in the merger. SW now holds all outstanding common
stock of TINP.

This transaction was reported in the 2000 Annual Report of Class II Transactions.

TNMP's operations were not affected by this merger.



Also, see answers to Items (A), (D) and (H).

Dated: April L7, 2005

ATTORNEYS FOR
TEXAS-NEW MEXICO BOWER COMPANY

GaryW Bo; le
Texas-Ne ico Power Company

P.O. Box 2943 .

Fort Worth, Texas 76113
Telephone: (817) 737-1386
Facsimile: (817) 737-1333

JAM/&V p[t‘_/Q«\N

William Templeman

Comeau, Maldegen, Templeman & Indall, LLP
141 East Palace Avenue

P. O. Box 669

Santa Fe, New Mexico 87504-0669
Telephone: (505) 982-4611

Facsimile: (505) 988-2987




STATE OF TEXAS }
} ss
} .
COUNTY OF TARRANT }
Joseph Hegwood, being first duly sworn, deposes and states as follows: I am Vice President &

Controller of Texas-New Mexico Power Company (TINMP). I have read the foregoing 2004

Annual Report of Class II Transactions pursuant to NMPRC Rule 450 and the facts stated therein

are true to the best of my knowledge.

Subscribed and sworn to before me by Joseph Hegwood on this __‘;'_?2/ day of April 2005.

,5 > /J/fb_ 476%1@)

Notary Public

B. JAN ADKINS

Notary Public, State of Texas
MVCommission Expires

Juns 30, 2008

My commission expires:

Cdune 3o 2008
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TEXAS-NEW MEXICO POWER COMPANY

NEW MEXICO LOAD FORECAST

Year Total GWH Sales MW (Peak)
2005 1200 244
2006 1201 244
2007 1212 246
2008 1222 248
2009 1233 250




FORM 1

New Mexico Jurisdictional information
Year Ending December 31, 2004

Electric Company Name: Texas-New Mexico Power Company

COPY

Address: 4100 International Plaza
P.O. Box 2943
Fort Worth, Texas 76113

Phone Number: (817) 731-0098

Person Completing Form: Brian Dokken

Customer Class Residential QOther Total
Number of Customers ' 41,792 6,536 48,328
KWH Sales 245,616,000 842,207,000 1,087,823,000
Gross Revenues ) 30,689,000 | $ ‘ 73,679,000 | $ 104,368,000
Avg. Annual KWH per Customer (1) 5877 128,857 22,509
Avg. Annual Bill per Customer {2) $ 73433 |8 1127280 [ $ 2,159.58
Avg. Monthly Bill per Customer (3) $ 61.19 1% 93940 | 179.96
AQg. GrossbRevenue per KWH sold (4) | $ 0.12495 | $ 0.08748 $ 0.09584

Directions for the completion of (1), (2), (3), (4):

(1) Divide KWH sales by number of customers.

(2) Divide gross revenues by number of customers.

(3) Divide (2) by 12 months.

(4) Divide gross revenues by KWH sales. ‘

NMPUC RULE 510 : 1




Texas-New Mexico Power Company’s
Annual Informational Financing Filing
Pursuant To Code of Rules and Regulations
17 NMAC 1.2.51.1

Texas-New Mexico Power Company (“TNMP” or “Company”), a corporation
organized under the laws of Texas and authorized to conduct business in New Mexico
as a foreign corporation, and a public utility, subject to the jurisdiction of the New
Mexico Public Regulation Commission (‘NMPRC” or “Commission”), as set forth in the
New Mexico Public Utility Act, files its Annual Informational Financing Filing for the
Commission’s information pursuant to the requirements of the Code of Rules and
Regulations, Applications Relating to Securities, 17 NMAC 1.2.51.1.

1. A general description of the anticipated annual capital requirements for 2005 with
an explanation of the amount that will be provided internally and the amount to be
provided externally is as follows:

a. Capital Requirements - $35.2 million for planned additions to utility plant.

b. Estimated funds generated internally — 100%.

2. A general description of all known and projected securities to be issued, assumed,
or guaranteed during the twelve month period between the filing of TNMP's 2005
Annual Report and the date its 2006 Report is due to be filed is as follows:

a. TNMP intends to issue securitization bonds through a wholly-owned,
bankruptcy-remote Special Purpose Entity related to its stranded costs resulting
from the sale of TNP One (formerly its sole generating unit in Texas) under the
rules of the Texas Electric Choice Act. TNMP anticipates that this issuance will
occur in 2007, however, the possibility exists that it could occur during the
reporting period required under this section. TNMP will have servicing
responsibilities, but will not be subject to guaranteed payment obligations
associated with this issuance.

b. In connection with the acquisiton of TNP, PNM Resources, Inc. (PNM
Resources) intends to add TNMP as a borrower under its revolving credit facility.
The revolving credit facility will be an unsecured credit facility with borrowing
capacity equal to the lesser of a) $100 million or b) the unused facility total ($400
million) including PNM Resources and FCP, with an initial term up to sixty (60)
months (expiration is November 2009). The potential obligations of TNMP
under this Agreement and the other Credit Documents to which it may become a
party are several and not joint. PNM Resources may, after one year, extend the
term of the credit facility by one year.

C. TNMP may continue to monitor market conditions for economic opportunities to
_ refund securities and/or purchase outstanding securities on the open market.



3. TNMP's pro forma capital structure at December 31, 2005 would be approximately
as follows (does not include the issuance of securitization bonds):

(3 Millions)
Long-Term Debt $4159 65.8%
Common Equity 2158 34.2%
Total Capital $673.2 100.0%

4. List of all stock plans available to employees, investors, or consumers; the number

of shares issued by the utility under each plan; and the proceeds to the utility
therefrom and any discounts available.

None.

5. Status of the securities described in the applications of the utility filed or approved
during the reporting period preceding the period covered by the current report.

None.

Respectfully submitted,

Adam Carte
Vice President & Treasurer

Texas-New Mexico Power Company
P.O. Box 2943

Fort Worth, Texas 76113

Dated:April |, 2005
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FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

ANNUAL REPORT
FOR
FIRST CHOICE POWER SPECIAL PURPOSE, L.P.

FOR REPORTING PERIOD OF CALENDAR YEAR 2004

FOR REP CERTIFICATE NO. 10008

PART A: COMPANY INFORMATION

1.

Legal Name of REP: Provide the REPs legal name, which should be the name in which
its certificate is issued.

First Choice Power Special Purpose, Inc. is the name that appears on its issued certificate.
It was converted from a corporation to a limited partnership on March 19, 2004 under the
provisions and procedures set forth in the Texas Business Corporation Act and the Texas
Revised Limited Partnership Act. See Attachment A.1. An application to amend the
REP certification has been filed. Certificate No. 10008 was transferred from First Choice
Power, Inc. to First Choice Power Special Purpose, Inc. pursuant to an order issued by
the Commission on March 16, 2004 in Docket No. 29081.

Other Trade or Commercial Names on Certificate: List all names currently in effect.

First Choice Power
Certain Energy

Person to Contact about this Annual Report: Provide name, title, address, telephone
number, facsimile transmission number, and e-mail address.

Richard J. Kilar, Manager of Regulatory Analysis, 4100 International Plaza; Fort Worth,
Texas 76109; 817-737-1324; 817-377-5515 (fax); rkilar@tnpe.com.

Company Contact Information: To the extent available for the following people or
entities, provide name, title, street address, telephone number, customer service toll-free
telephone number, facsimile transmission number, e-mail address, and Web site address
for the certified REP. Provide the same information for all trade or commercial names on
the certificate if the information is different than for the legal name on the REP
certificate.

a. Company Headquarters:

4100 International Plaza, Fort Worth, Texas 76109

Page 2




FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

b. Texas Office:
4100 International Plaza, Fort Worth, Texas 76109
c. Agent for Service of Process:

Gary W. Boyle

Associate General Counsel
4100 International Plaza
Fort Worth, Texas 76109
817-737-1386
817-737-1333 (fax)
gbovle@tnpe.com

d. Customer Service Contacti

Sandra Phillips
Customer Operations
4100 International Plaza
Fort Worth, Texas 76109
817-737-1376
817-735-5731 (fax)

sphillips@firstchoicepower.com
e. Regulatory Contact:

Julia Garcia

Supervisor of Regulatory Affairs
4100 International Plaza

Fort Worth, Texas 76109
817-377-5583

817-377-5515 (fax)
jgarcia@tnpe.com

5. Legal Structure. Indicate whethér the REP is now an Individual, Partnership, Limited
Liability Company, Corporation, or Other (specify). If the REP is not an individual, list
the state in which the REP is organized and the date of organization.

First Choice Power Special Purpose, L.P. ("FCPSP") is a Texas limited partnership
created on March 19, 2004 upon the conversion of First Choice Power Special Purpose,
Inc. from a corporation to a limited partmership under conversion provisions and
procedures set out in the Texas Business Corporation Act and Texas Revised Limited
Partnership Act. First Choice Power Special Purpose, Inc. was a Texas corporation
incorporated on December 11, 2003.

Page 3



FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

6. Officers. Has there been a change since the REP’s last Annual Report in the REP’s
Officers? If yes, or if this is the REP’s first Annual Report, provide in full the name, title,
address, telephone number, facsimile transmission number, and e-mail address for each
of the officers, directors, and partners of the REP.

See Attachment A.2.

7. Affiliates. Provide an organizational chart for the REP that delineates parent company,
affiliates, and subsidiaries that provide utility related services. Has there been a change
since the REP’s last Annual Report in the REP’s Affiliates? If yes, or if this is the REP’s
first Annual Report, provide in full the name and relationship of each affiliate and

“subsidiary that provides utility related services.

‘See Attachment A.3.

PART B: SERVICE AREA

A REP’s service area is defined as Option 1 or Option 2 during initial certification, but may be
changed by amendment thereafter. The service area of an Option 1 REP is defined by
geography, whereas the service area of an Option 2 REP consists of its list of sworn customers,
each contracting for more than one megawatt of capacity.

1. For Option 1 REPS: Identify by zip code the areas in which the REP provided retail
electric service to customers in Texas, pursuant to § 25.107(d)(1) and § 25.107(1)(4)(B).

See Attachment B.1.

PART C: FINANCIAL REQUIREMENTS

Questions in Part C refer to the most recent reporting period, as well as to any subsequent period
in which information relating to these questions is reasonably known and available to the REP.

Part C questions are applicable to both Option 1 and Option 2 REPs. The Commission
anticipates that the documentation for responses to Questions 4(b), 4(c), and 7(b) are proprietary.

1. PUC SuBsT. R. 25.107(i)(3)(B) requires a REP to report, within 10 days, any of the
following events: (a) the loss of investment grade, or (b) a 5.0% decline in either the $50
million equity standard or the minimal $100,000 cash standard. Has the REP
experienced such an event? If yes, list the date and docket number or proceeding in
which the event was reported to the Commission, and provide a brief summary. If such

Page 4



FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

an event has not yet been reported to the Commission, provide a full description of the
event and all supporting evidence.

No.

2. Has the REP, on any occasion, failed to timely remit invoiced charges to a transmission
and distribution utility (TDU) pursuant to a statewide standardized tariff adopted by the
commission in accordance with PUC SussT. R. §25.214(TDU TARIFF)? If yes, provide
an explanation, including if, how, and when the late payment was corrected. For
purposes of this question, a “‘no” response is appropriate if protested payments with a
TDU are less than 5.0% of the REP’s monthly billings with the TDU. [§25.107()(8).]

No.

3. Has the REP been bankrupt, insolvent, or unable to meet its financial obligations on a
reasonable and timely basis? If yes, provide an explanation, including if, how, and when
the event was corrected. [§25.107(G)(7).]

No.

4, What minimum credit standard, and what corresponding financial evidence, is the REP
currently using to meet the financial credit quality requirements of §25.107(f)(1)? Select

from below the method of compliance and provide the specified documentation as
attachments.

a. Investment Grade Credit Rating: Provide third party verification of the
most current credit rating(s) which are available for the REP, including a
complete credit agency report if the credit rating has changed since the last
reporting period. {§25.107(f)(1)(A)().]

b. X $50 Million in Equity (Assets less Liabilities): Provide the most recent
audited balance sheet, including related footnotes and auditor opinion, as
well as any subsequent quarterly report(s) if the equityaccount has
changed by more than 5.0%. [§25.107(D(1)(A)Gi).]

See Attachment C.1.

c. Available Cash Resources of at least $100,000: If the REP uses this cash
resource option, reply to the following: [§25.107(£)(1)(A)(i).]

i Provide the highest monthly TDU billings, as well as the
December billings if different. Also, provide third-party
verification that cash resources equal to at least 40% of such TDU
billings were available during each of those months.

Page 5



FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

1. Has the amount of available cash resources fallen below the
minimum requirement at any time? If yes, provide the TDU
billings and the lowest balance of available cash resources for
every month. (The minimum cash requirement is defined as the
greater of $100,000 or 40% of monthly TDU billings.)

fii. Has the REP surpassed $250,000 in monthly TDU billings? If yes,
did the REP file an affidavit of that fact within the required ninety
(90) days? If such an affidavit was filed, provide the date and
docket number of the filing; if no such affidavit was filed, provide
an explanation.

5. Has either the type of minimum credit standard [§25.107(£)(1)(A)] or type of financial
evidence [§25.107(£)(1)(C)] used to meet the standards for credit quality, as indicated in
Question 4 above, changed since the last annual report? (Or, the REP may speak to
changes since its initial certification if this is the REP’s first annual report.) If yes, state
the change and provide the docket number of the proceeding in which the REP requested
this amendment to its certificate. If the REP has not requested an amendment, or if a
request is now being reviewed by the Commission, provide an explanation.

In Docket No. 29081, where the Commission authorized the transfer of REP Certificate
No. 10008, First Choice Power, Inc. indicated that FCPSP would rely on the $50 million
equity standard as evidence of meeting the financial requirements. The REP certificate
was transferred on June 1, 2004.

6. Is the REP or its parent company publicly traded, or does it depend on a publicly traded:
company to meet its credit quality requirements? If yes, then the REP must make
available the respective Form 10-K filed with the Securities and Exchange Commission
(SEC), including any amendments filed with the SEC, as set out below:

a. Attach the 10-K when filing the Annual Report or, if the current 10-X has already
been provided to the Commission pursuant to another reporting requirement,
provide the date and docket number of the prior filing; and,

A copy of TNP Enterprises’ Annual Report on Form 10-K for the year ended
December 31, 2004 is attached as Attachment C.1.

b. To facilitate public access to these SEC reports, provide a web site address at
which an electronic version of the document can be obtained (regardless of
whether the address belongs to the REP, the SEC, or another entity).

TNP Enterprises, Inc., the parent company, has publicly traded debt that requires
it to report financial results to the SEC. The 10-K and all of TNP Enterprises'
other SEC filings can be viewed and downloaded without charge from the SEC's
website, www.sec.gov. TNP's website, www.tnpe.com, provides a link to the
SEC website.

Page 6



FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

7. Is the REP an Option 1 REP that takes customer deposits or advance payments? If yes,
what evidence is the REP using to meet the financial requirements for customer
protection, as required by §25.107(£)(2)? Select from below the method of compliance
and provide the specified documentation as attachments.

Yes.

Investment Grade Credit Rating: Provide third party verification of the
most current credit rating(s) that are available for the REP, including a
complete credit agency report if the rating changed since the last reporting

-period. If already provided elsewhere in this report, indicate that here.

Available Cash Resources: Provide the highest amount of customer
prepayments or deposits in any month, as well as the December amounts
(if different). Also, provide third party verification of the amount of cash
resources available during those months. If, during any month, the REP
failed to maintain an excess of cash resources over customer prepayments
or deposits, provide these data for every month.

FCPSP designates this information as confidential and highly
sensitive. The information requested is being provided separately
under seal as confidential information. Counsel for FCPSP has
reviewed the information sufficiently to state in good faith that this
information merits the Highly Sensitive Protected Materials designation
and that it is exempt from public disclosure under the Public Information
Act, TEX. Gov'T COoDE Ch. 552 under sections 552.101 and 552.110.
Because these documents contain sensitive commercial and financial
information that is recognized as confidential under PURA §32.101, they
are exempt under section 552.101 and 552.110. Moreover, this
information includes trade secret information exempt under section
552.110. The information used to develop this response constitutes
information that is not widely available or known outside of FCPSP, is
information that the parties have spent considerable time and effortin =~
acquiring and analyzing, and such information and analysis would be of
considerable value to competitors of FCPSP to the serious detriment of
FCPSP.

8. Is the REP an Option 1 REP? If yes, has either the type of minimum credit standard
[§25.107(£)(2)(A)] or type of financial evidence [§25.107(£)(2)(B)] used to meet the
financial standards required for customer protection, as indicated in Question 7 above,
changed since the last annual report? (Or, the REP may speak to changes since its initial
certification if this is the REP’s first annual report.) If yes, state the change and provide
the docket number of the proceeding in which the REP requested an amendment to its
certificate. If the REP has not requested an amendment, or if a request is now being
reviewed by the Commission, provide an explanation.
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FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

10.

11.

FCPSP is an Option | REP. The financial standard required for customer protection has
not changed since the last annual report.

Has the REP, on occasion, failed to meet the standards required by § 25.108(d) for the
billing and collection of (securitized) transition charges? If yes, provide an explanation,
including if, how, and when the event was corrected. [§25.107(£)(3)]

No.

Is the REP an affiliate of a TDU on which the REP has relied for credit, investment, or
financing arrangements in order to meet its financial resource standards? If yes, have
there been any occasions in which the REP failed to comply with the Code of Conduct
requirements controlling the relationship between itself and the affiliated TDU, as set out
in §25.272(d)(7)? If yes, provide an explanation, including if, how, and when the event
was corrected. [§ 25.107(£)(4)]

FCPSP has not relied on an affiliated TDU for credit investment or other arrangements.
FCPSP has complied with the Code of Conduct requirements controlling the relationship
between it and TNMP,

To the best of its knowledge, is the REP aware of anything else, which would be
pertinent to its financial qualifications as a REP operating in the State of Texas? Has the
REP experienced any recent events, or does it anticipate any potential events before the
next report, that would make future compliance unlikely? If yes to either of these,
provide an explanation, including if, how, and when the event was corrected.

‘No.

PARTD: TECHNICAL REQUIREMENTS

Part D questions apply to Option 1 REPs. A REP must answer for its entire company, including
all assumed names under which it operates. Any requests for information pertaining to a REP’s
“affiliate” includes that pertaining to a REP’s “subsidiary”. |

1.

As evidence of the ongoing technical and managerial resource requirements set out in
§25.107(g), provide the following information for the reporting period:

a. Who is the REP’s qualified scheduling entity (QSE)?

Constellation Energy Commodities Group (“Constellation™) [formerly known as
Constellation Power Source] provided QSE services to FCPSP in 2004. a
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b. Is the REP current with its ERCOT testing obligations? Provide documentation
of the last testing completed with ERCOT.

Yes. See Attachment D.1.

c. Has the REP been in default with the load serving entity (LSE) agreement? If
yes, provide an explanation of each such event and the corrective action taken.

No.

d. Has any other party alleged that the REP has violated ERCOT protocols or
trading partner agreements? If yes, provide an explanation of each such event and
the corrective action taken.

No. .
e. How is the REP providing outage notification, as required by §25.107(g)(7)?
The customer is directly contacting the TDU.

2. For each third party on whom the REP depends to meet the requirements of §25.107(g),
provide the third party’s name, address, telephone number, type of service(s) provided,
and date of agreement.

Constellation Energy Commodities Group
111 Market Place, Suite S00

Baltimore MD 21202

410-468-3851

Qualified Scheduling Entity Services
December 22, 2003

3. To show compliance with § 25.107(g)(5), provide documentation of at least one principal
employee experienced in retail electric industry or a related industry when filing the
REP’s first annual report. In subsequent years, reference the first report if the person is -
still employed by the REP or update the information if the REP depends on a different
employee for meeting this requirement.

Manjit Cheema is an officer of FCPSP experienced in the retail electric industry. His
resume was previously submitted in the first and subsequent annual reports:

4, Has the REP had any certificate/license/permit suspended or revoked in any other state or
by a federal authority? If yes, provide the (a) action type, (b) docket/citation number, and
(c) court/agency. [§25.107¢G)(11)].

No.
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5. Provide evidence that the REP is in good standing with the Texas Comptroller of Public
Accounts and is currently registered and has active status with the Texas Secretary of
State. [VTCA Bus. & C., Chapter 36] [§25.107(g)(9)(B)]

FCPSP, as a limited partnership, is not required to pay franchise taxes, and, accordingly,
no evidence of account status is available form the Texas Comptroller of Public
Accounts. See Attachment D.2 for the certificate from the Texas Secretary of State.

6. For each aggregator with whom the REP conducted business, provide the aggregator’s
name, the aggregator’s Commission registration number, and the date of the contract or
agreement specifying the business arrangement. [§25.107(1)(4)(d)]

Registration Effective
No. ~_Name of Aggregator Contract Date
80052 Choice Energy 02/01/2003
80131 American Enerpower Inc 11/12/2002
80036 American PowerNet 07/29/2002
80037 Lower Power Bill 04/07/2003
80007 Brancheau Consulling 01/22/2002
80028 Bid Texas On-Line Inc 04/01/2002
80140 PowerTex Energy Services LLC 08/28/2003
80174 Professional Energy Management | 10/27/2003
80031 Discount Energy Corporation 02/26/2002
80115 Gulf States Energy Inc 11/06/2002
80187 Independent Buyers' Co-Op 09/20/2004
80056 Fox Smclen and Associates Inc 04/22/2002
80142 Public Utility Brokers 08/03/2002
80021 Retail Energy Aggregators of Texas| 05/12/2004
80129 Rapid Power Management 0%/04/2002
80000 MH & KP Inc 04/24/2002
80081 TES Energy Services LP 07/19/2004
800%7 Texxon Utilities LTD Co 10/09/2002
80008 Texen Power Company LLC 11/14/2002
80040 Vital Connections LLC 01/30/2002

7. Has the REP’s certificate been transferred from any other person or entity? If yes,
provide the Commission docket number in which such transfer was approved.
[§25.107()(7)]

The Commission approved the transfer of certificate number 10008 from First Choice
Power, Inc. to FCPSP in Docket No. 29081 on March 16, 2004.

PARTE: CUSTOMER PROTECTION REQUIREMENTS

Part E questions apply only to Option 1 REPs except that Option 2 REPs must answer Question
4, Items b. and ¢. A REP must answer for its entire company, including all assumed names
under which it operates. Any requests for information pertaining to a REP’s “affiliate” includes
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that pertaining to a REP’s “subsidiary.” NOTE: For the 2001 reporting period, a response to
Question 5 is the only requirement for completion of Part E.

1. To demonstrate that staffing and employee training are adequate to meet service level
commitments, as required by §25.107(g)(6), respond to each item below. The term
“Customer Service” includes but is not limited to billing, service requests, service
questions, and service orders unless otherwise specified.

First Choice Power, L.P. ("FCP") provides personnel and administrative services to
FCPSP under a services agreement. FCPSP does not have employees. The information
provided in Section E concerning staffing and services refers to personnel and
administrative services provided under this agreement.
a. General
i Provide ratio of total staff to customers (annual average).
The ratio of total staff (all employees excluding temporaries, shared
services, call center outsourcing) to customers (annual average) is 1 staff
member for every 1,251 customers.
ii. Provide ratio of Customer Service staff to customers (annual average).
The ratio of total of customer service staff (excludes temporaries and call
center outsourcing) to customers (annual average) is 1 staff member for

every 1,537 customers.

iil. Provide calling customers’ wait time in queue in Customer Service call
centers (average).

The calling customers’ wait time in queue in the Customer Service call
centers (average) is 78% < 30 seconds, 22% > 30 seconds.

iv. Are script(s) required to be used in the marketing/sales and customer
service areas?

Yes.

v. Are internal service objectives to monitor performance (i.e. corrective
action plans, benchmarks) implemented?

Yes.
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b. Training for Marketing/Sales and Customer Service Staff Areas

1. Is training required?
Yes.

1i. Provide frequency (e.g., monthly, quarterly) of training per area.
Quarterly.

1ii. Provide mode (e.g., live, video, book) of training per area.
Live presentation with written materials given to each participant.
iv. Provide type (e.g., conduct, performance) of training per area.

Performance; customer service; outage training; ERCOT training; Code of
Conduct; affiliate standards of conduct; stress management; Door-to-Door
training; contract administration procedures; Master Power Sales
Agreement terms and conditions and the proper amendment procedures;
www.salesforce.com; Texas Set 2.0.

V. Is training required for PUC Customer Protection rules?
Yes.

vi. Provide the number of staff that has received training in PUC Customer
Protection rules.

The number of staff that has received training in PUC Customer
Protection rules is 188,

2. Provide summary information of complaints filed against the REP, or the REP’s utility
related affiliates, with any state or federal regulatory agency in states other than Texas,
including (a) REP or affiliate name, (b) state or federal regulatory agency, (c) total
number of complaints, and (d) complaint types (e.g., local, customer service,
unauthorized change of utility, unauthorized charge). [§25.107(g)(3)(B)]

There have been no complaints filed against FCPSP in states other than Texas or with
any federal regulatory agency.

3. Has the REP, REP’s utility-related affiliates, or REP’s principals been penalized by any
attorney general, state regulatory agency, or federal regulatory agency for violation of
any deceptive trade or customer protection laws or regulations since the last application
or Annual Report? If yes, provide the (a) violation type, (b) docket/citation number, and
(c) court/agency. [25.107(g)(9)(D)]

No.

Page 12



FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

4. Has the REP or the REP’s principals, officers or directors been convicted of any state or
federal criminal laws or been found liable in a civil proceeding for fraud, theft larceny,
deceit, or violations of any customer protection or deceptive trade laws in any state? If
yes, provide the (a) violation type, (b) docket/citation number, and (c) court/agency.
(§25.107(g)(O)(E)]

No.

5. For REPs that are not municipally owned utilities or electric cooperatives: Report

the following information for the reporting period, as required by P.U.C. SUBST. R.

25.491, by providing the information listed below in an electronically searchable format
(such as Excel): :

a.

The number of residential customers served, by nine-digit zip code and census
tract, by month, to the extent that such zip code and census tract information is
available.

See Attachment E.5 (CD-ROM)
Filename: El1_Annual rpt zip summary.csv

The number of written denial of service notices issued by the REP, by month, by
customer class, by nine-digit zip code and census tract.

None.

The number and total aggregated dollar amount of deposits held by the REP, by
month, by customer class, by nine-digit zip code and census tract.

See Attachment E.5 (CD-ROM)
Filename:  E3_Annual report deposit_amt.csv
E4 Annual_report deposit_cnt.csv

The number of complaints received by the REP from residential customers for the
following categories by month, by nine-digit zip code and census tract:

1. Denial of service;

1. Quality of service; ,

iii. Unauthorized billing (cramming);

iv. Unauthorized change of a REP (slamming)

v. Accuracy of billing services; and

vi. Collection and contract termination.

See Attachment E.5 (CD-ROM)
Filename:  E5_complaints.csv
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6. For REPs subject to P.U.C. SUBST. R. 25.480:' For the bill payment assistance
programs required by P.U.C. SUBST. R. 25.480(g)(2), provide annual summary data for
the reporting period for the following:

a. the total amount of customer donations;

Total amount of customer donations for 2004 is $8,458.35. The balance of
customer donations as of December 31, 2004 is $25,565.47.

b. the amount of money set aside for bill payment assistance;
No amount of money has been set aside for bill payment assistance.
c. the assistance agency or agencies selected to disburse funds to customers; and

FCP is administering the fund on behalf of FCPSP. There are no assistance
agencies selected to disburse funds to customers.

d. the amount of money provided to each assistance agency to disburse funds to
customers.

No amount of money was provided to outside assistance agencies to disburse
funds to customers.

PARTF: FIVE PERCENT RESIDENTIAL SERVICE REQUIREMENT,
PURSUANT TO PURA § 39.352(G)

When reporting for the three calendar years of 2002 through 2004, a REP must complete Part F
of the Annual Report. (A REP does not need to complete Part F for the reporting period ending
December 31, 2001.)

Completion of Part F will demonstrate compliance with PURA §39.352(g), which establishes a
~ threshold residential load requirement for REPs during the first thirty-six months after retail
electric competition began in Texas (January 1, 2002). PURA requires that a REP must meet a
5.0% residential load requirement if it serves an aggregate load in excess of 300 megawatts
PURA provides three methods for doing so.

Part F is applicable to both Option 1 and Option 2 REPs. Part F is arranged in the sequence of
the steps necessary to accurately calculate compliance with PURA §39.352(g). Questions 1 and.
2 are applicable to REPs that are either affiliated to a TDU or commonly owned (other REPs

! P.U.C.SuBST. R 25.480 applies to a REP that is responsible for issuing electric service bills to retail customers, unless the

REP is issuing a consolidated bill (both energy services and transmission and distribution services) on behalf of an electric
cooperative or municipally owned unhty It does not apply to a municipally owned utility or electric cooperative issuing
bills to its customers in its own service territory.
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should reply “no™). Questions 3 and 4 are applicable to all REPs. Questions 5, 6, and 7 are
applicable to any REP that answers “yes” to Question 4. The Commission anticipates that
responses to Questions 3, 5, and 7 are proprietary.

Instructions for Questions 1 and 2. An affiliated REP or a commonly owned REP is subject to
specific statutory limitations as to which of its service areas and corresponding load data are
applicable to the calculations in Part F. See PURA §39.352(g) and P.U.C. SuUBST. R.
25.107(e)(3)(C). Once the REP determines the applicable service area, the same service area
data must be used for all Part F calculations.

1.

Affiliated REPs. Is the REP an affiliated REP? If yes, describe the service area that
meets the statutory and regulatory requirements as the basis for the Part F calculations.

FCPSP is an affiliated REP. FCPSP is registered and certified to serve in the ERCOT
system.

Commonly Owned REPs. Is the REP commonly owned or controlled by another entity,
along with one or more other REPs? If yes, list the owner and the commonly owned
REPs. Describe the service area that meets the statutory and regulatory requirements as
the basis for the Part F calculations.

On March 16, 2004, in Docket No. 29081, the Commission approved the transfer of First
Choice Power, Inc.’s REP certificate to First Choice Power Special Purpose, Inc. On
March 19, 2004 First Choice Power Special Purpose, Inc. was converted from a
corporation to a limited partnership. FCP is FCPSP’s sole limited partner, with a 99.5%
partnership interest. FCPSP’s general partner, First Choice Special Purpose GP, LLC
(FCPGP), a Delaware limited liability company, owns a 0.5% partnership interest. FCP
owns 100% of FCPGP. FCP, FCPSP, and FCPGP are all subsidiaries of TNP
Enterprises, Inc., a Texas corporation. FCPSP is certified to provide services within
ERCOT. :

Average Aggregate Load Calculation. Provide the REP’s highest average hourly
demand for each of the months of June, July, August, and September of the current
reporting period. Provide the average of these four amounts, which is known as the
average aggregate load. Provide verification from the relevant independent
organization(s) that the inputs to the aggregate load calculation are the appropriate
scheduled generation amounts, as provided in §25.107(e)(3)(A).

Month Megawatts
June 1,240
July 1.284
August 1,315
September 1,206
Average Aggregate Load 1,261
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Source: The aggregated load data or adjusted metered load (AML) is posted on the
ERCOT website at the QSE level. Constellation takes the AML and provides the data to
the applicable REP’s via load extracts.

4 Threshold Determination. Does the average aggregate load for the REP, computed in
Question 3 above, exceed 300 megawatts?

Yes.

5. Megawatt hours sold. If “yes” to Question 4 above, what is the total quantity of
megawatt hours sold by the REP during the reporting period? Provide verification of
these sales. Calculate and provide the number that is 5.0% of the total sales; this is the
REP’s residential service obligation.

Total megawatt hours sold: 5,889,436 MWh (Source: Company's SEC 10-K for 2004)
Residential service obligation: 5,889,436 x 5% = 294,472 MWh

6. Compliance Method. If “yes” to Question 4 above, does the REP use Method 1,
Method 2, or Method 3 to meet its residential service obligation for the reporting period?
(The methods are described in Question 7 below and established by § 25.107(e)(3)(B))

Method 1.

7. Proof of Compliance. For the method indicated in Question 6 above, provide the proof
specified below that 5.0% of the total quantity of megawatt hours the REP sold in the
reporting period was supplied to residential customers.

Method 1. The REP itself supplied 5.0% or more of the total quantity of
megawatt hours it sold in the reporting period to residential customers.
Provide supporting evidence that the number of megawatt hours sold by the REP
to residential customers during the reporting period exceeded its 5.0% obligation.

The total MWh sold to residential customers was 2,476,737. Residential sales
comprised 42.1% of total sales. For supporting evidence, see Attachment C.1,
page 50.

Method 2. Another REP served sufficient qualifying residential load on this
REP’s behalf during the reporting period. Provide supporting evidence that
another REP sold the number of megawatt hours listed in Question 3, to meet the
5.0% obligation of the REP filing this report, in addition to its own 5.0%
residential service obligation.
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Method 3. The REP paid an SBF obligation equal to $1 multiplied by the
difference between the number of megawatt hours it sold to residential
customers and the number of megawatt hours it was required to sell to such
customers. Provide supporting evidence that the calculation of the SBF
obligation is in accordance with §25.107(e)(3)(B)(iii). In addition, provide
evidence that payment for the REP’s SBF obligation has been made by wire
transfer to the Comptroller’s Office contemporaneously with filing this report.
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AFFIDAVIT

STATE OF TEXAS §
COUNTY OF TARRANT  §

My name is Scott Forbes. Iam Chief Financial Officer of the reporting REP, First
Choice Power Special Purpose, L.P.

I swear or affirm that I have personal knowledge of the facts stated in this REP Annual
Report, that I am competent to testify to them, and that I have the authority to make this
report on behalf of the reporting REP. I further swear or affirm that all of the statements
and/or representations made in this report are true, complete, and correct. I swear or
affirm that the reporting REP is not in material violation of any of the requirements of its
certificate. I swear or affirm that, if any material violation of the requirements of its
certificate occurred subsequent to the reporting period applicable to this Report, the
reporting REP has notified the Commission of same. 1 swear or affirm that the reporting
REP understands and will comply with all requirements of applicable law and rules.

I swear or affirm that any assertions of confidentiality regarding this response have been
made with a good faith belief that an exception to public disclosure under Chapter 552 of
the Texas Government Code applies to the information provided.

At e

SCOTT FORBES

Chief Financial Officer

First Choice Special Purpose GP, L.L.C., General
Partner of First Choice Power Special Purpose, L.P.

SWORN TO AND SUBSCRIBED before me on the 27 2 day of May, 2005.

e Sl Lt

PPy oS

L} NOTARY PUBLIC in 87 for the
CKWELL {
ng;g‘fpuauc State of Texas
State of Texas
S Comm, B0 o My commission expires __ 3 '5 -08

Page 18




FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

Attachment A.1

Articles of Conversion

First Choice Power Special Purpose, Inc. to First Choice Power Special Purpose, L.P.

Page 19




WAL A WAL Y WA LS e Al s W A s - . ern e - - Srmp e = amen

Roger Wilhams
Secretary of State

Corporations Section
P.0.Box 13697
Austin, Texas 78711-3697

Office of the Secretary of State

The undersigned, as Secretary of State of Texas, does hereby certify that the attached is a true and
correct copy of each document on file in this office as described below:

FIRST CHOICE POWER SPECIAL PURPOSE, INC.
Filing Number: 800278866

Articles of Conversion , March 19, 2004

In testimony whereof, I have hereunto signed my name
officially and caused to be impressed hereon the Seal of
State at my office in Austin, Texas on April 26, 200S.

4 L] }
Roger Williams
Secretary of State -
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Sec In the Ofﬂ of
ARTICLES OF CONVERSION retary of Stads Texas
¥IRST CHOICE, mmgucmrmmm MAR 19 2004
2 Twxas corparstion Corporations Saction

Pursuant to the provivions of Article 5,17 of the Texas Byminess Corporation Act (the “TBCA™)
sd Sestion 2,15 of the Texas Revised Limited Parmership Ast (the "TRLPA”), the undersigned
conyerting entity certifiss the following articlas of conversion adopted for the purpose of effecting o
conversion in reserdance with the provisions of the TBCA snd TRLPA,

1. Thcmcfﬁmcmvarﬁmenﬁtyh?ﬁxt@mumwmc.m The
converting entity {s 8 corporation organized under the Jaws of the stats of Texas, 4

2 A Plap of Conversion (the “Plsn of Cowverrisr™ wis eppoved mnd zdopted in
accordanoe with the provisions of Arjicls 5.17. of the THCA providing for the converzion of First Choico
Power Speojal Puypose, Inc., 3 Texas sarparation (the “Corperagten™), to First Choica Power Speclal
Purpose, L.P,, a Texas limited partnorship (the anahlp"). A sogy of ths Plan of Conversion is
attached hereto ay Exhibit A.

3, Anxeouted capy of the Plan of Conversion ia on Sle st the pripeipal place of business of
the Corpexstion a 4100 International Plaga, P.Q. Box 2943, Fort Worth, Texas 76113 snd, from and afler
mewnmm,mmuﬁmwdh?hofcmmmmbmmenhmipﬂpmd
business of the Payiuership af 4100 Intemational Plags, P.O. Bax 2943, Port Wasth, Texas 76113,

4. A copy of the Plam of Conversion will be fiwnizhed by the Corparstion (prior 1 the
canversian) o by the Parinesship (after fe conversion) om written request and without cost to any
shapshalder or partner, 4s spplicebls, of the Carparation or the Partnership,

S "The appraval of the Plan of Conversion was duly suthorizad by all action required by she
TBCA and by the Carporation”s constitusat documents.

6, Az to Firgt Choice Power Special Purpose, Ino, the spproval of whase shareholdert ig
required, the mmmber of outstanding stares of each clags or aerics of rtpek of nich oarparation entitled o
vote, with other ahares or as » class, on the Plan of Canversion is as followm

Number ang Class Number of Bharea Yoting Nuapber of Shares Voting
of Sharss Outytanding For the Conversion Againgt tha Conversion,
1,000 ghares of Comnuon Stock 1,000 shares of Camuuon Stosk 0

7. The shall be rexponsible for al] feas and fianchise texed dus and awing by the
Carparation, snd # ahall be abli to pay such fees and fanchite taxes if the same are not timely paid
by the Corpoention,

Romaivdee of Pege Intantionafly Left Blxnk.
Saneture Pege To Follow.

Articlos of Conrorsion of

FIRET CROIOR POWER EPECIAL PURPOBE, INC. {
IONTIN.DOC

ARTECLES OF CONVERS Page 21
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EXECUTED antr 1™ dny of Mxzeh, 2004,

FIRET CHOICE POWER SPECIAL PURPOSE, INC.
a Texar corporstion

By 127.8. CHaorpe

Name: Manjit S, Cheama
' : Tidse: Presidemt

Arvicisg of Conyession af
FRETCHOCE POWER SPECIAL PURPORE, [HC. ) Page 22
ARTELES OF CONVERSIONAN DOC . g
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EXHIBIT A
Plan of Converzion
ATtiotas o Convernion of
TEXAS GENERATING COMPANY
$-ARTICLES OF CONVERSKINTIN.DOC Page 23



Secretary o0r state RILI/IVO LU La N LM s ST VYN ArsvN

MAR.19.2884 2:28PM TX ™M1 POWER CO ' NO, 697 P.7/15

PLAN OF CONVERSION
op

FIRST CHOICE POWER SPECIAL FURPOSE, INC,,
2 Texas carporation

As of the _|2™ day of March, 2004, First Cholce Pawse Special Purpase, hnc., 8 Temas
corporation, (the “Corporaion™) pursyant to the provisions of Asticla 5.17 of the Texas Business
Corporatioh Act (fhe “TBCA'™) and Section 2.15 of the Texas Revised Limited Partnarship Act, has
approved and adopted the following Plan of Cooversion (the “Plen of Conversian’):

WHEREAS, the Corporstion, the converting entity, is & corporssicn arganized and sxisting under
the laws of ths State of Texas;

w,mwm;ho.aTwmme of the issued and outstending
shares of capital stock of the Corporation (collectively, the “Shareholder™);

WHEREAS, the Corporation desires to capfinis itx existencs in the crganizationsl form of &
limdted partnersbip;

WHEREAS, Fleat Choice Power Special Purpose, L.P,, the converted entity, is to be s limited
pavtnership arganized wnder the Jaws of the Stats of Texas (the “Parmership™); and

WHEREAS, the Sharcholder deemns it advisahle that the Corporation convert ta the Parmership
an the termz and conditions bersinafier set forth.

NOW, THEREFQRE, ths Corporation does bereby prescribe these terms and conditions of ssid
scanversian nd of casvying the sama inta effect as follows:

1 On the date that the Corporation’s Articles of Conversion are flled with the Texas
Secretary of State (the "Effactive Dats™), the Carparation shall be sonverted o the Partnership,

: 2. The manner of converting the autstanding shares of capits! stock of the Corporstion ahatl
be a2 follows:

& Onthe Rffective Date,
(D  the Corporation shall he sonvertad into s limited pasiusrship;

() all righ, itle and interest to all res] extate and other awned by
the Carperation shall be sasigned to and vested in the Partnershin subject
to acy existing liens thevean;

(i)  all Habilitien and obligations af the Corparation are herehy assigned 1o
aud ssxmnad by the Partnership, which shall become the obligor thereof}

(iv)  any action pending ageinat the Corporation mey be cantinued ag if the
sonverzion did not accuy; and

(v)  the conversion sball in all respecta have the additional effeais provided
for in the TBCA. g

%mm-r
CHOICE POWER BPECIAL PURFOSE. INC. :
D-PLAN OF CONVERSION DOC 1 Page 24
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b On the Effectivz Dagz, First Chaice Speoial Pigpose GP, LLC ahall become the
genzral partner of the Partnership, and 2 one-half of one percent (0.5%) general
partarship interest in the Parterahip shall be i2sued to the gensral partner,

8, On the Effective Dats,
@  First Choico Pawer, Ino, shall besoms the limited parimer of the
Partnership xnd
(i) ol of the issued gnd ocutstanding sharcs of comumon stock of the
Caorparation gwned by Pirst Chojos Power, Ine. shall be exchanged for 2
99.5% limited partnership intercst tn the Partnership.

d. On the Effectiva Date, sll outstanding shases of capital stock of the Corparation
shal] be canceled,

Remainder of Puge Itantionally Laft Blank.
Sgnarizre Page(s) Te Feltaw.

FIRST CPROTA POWER. PECAL PLURPORE, INC.
DPLAN OF CONVERSKINDOC 3 Page 25
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IN WITNESS WHEREOF, the undersigned has exacutad this Plan of Conversion as of the date

firgt aet forth above,
ggﬂ‘ CHQJCE FOWER STECIAL PURPOSE,
aTu'c'aacmporadun
By _ﬂ?’ 3 &W-.——
Manjit S, Chegrna, President
Txpyaf vz of
éi'iummmwmc
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riLew
In the Office of the
mmmamormumrn'rmm Secretary of State of Texas
mc&mmmmmmwmu, MAR 1g¢ 200%
Texas limited partners
3 Texus imited parmership Comorations Seclion
1 Napie of Partnership: First Choics Power Special Purpass, LP.
Addron of Pripcipal Office: 100 [rvecpatisoal Pha
> of g.O.chlm "

Fort Warth, Texas 76111
3, Nrme end Address of

Ragistersd Agont and .
Registared Office: M. D Blanehard
4100 Interpations] Plazs
P.Q. Box 2543
. Fort Worth, Toxas 76113
4, Generdd Pamer:
Name: Firnt Chodce Spedial Pupose GP, LLC
Addyess: 4100 Intenttiops] Plasa
P.Q.Box 2543
Fort Werth, Texas 76113

5, Other Mattoes:  Tha Limited Partnersbip is belng formed purstant 1o ¢ plag of conversion that provides
hhwﬁMWMMMMM;MWmmeRm
Special Purpors, L.P. Fixst Chinice Power Special Purpose, Ine, was & Texas corpapstion incorparared an
December 11, 2003, and whose addrems is 4100 Inmpmasional Plaea, PO, Box 2843, Foqr Warth, Texas
76113, The Gensral Partner bag deteanined nor fo inoluds. aay other metten,

Bxecuted on the 19¢h day of March , 2004

GENERAL PARTNER:
FIRST CHOYCR SFRCIAL PURPOSE GP, LLC

= e
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CONBENT OF
FIRST CHOICE POWER, INC.
TO USE OF SIMILAR NAME

The uadentigned, FIRST CHOICE POWER, INC, & Toxas carpocstion, hershy
unconditionally consent ta the use of the name FIRST CHOICE POWER SPECIAL PURPOSE,
L.P., a Texas imited partnership, to he used in sannection with the convession FIRST CHOICE
POWER SPECIAL FURPOSE, INC., a Texas cotporation, into 8 Taxas limited partnership.

mmdudsnedhﬂabyackmwmﬁguthatawpyofthilCMmaybefwwddb
the Office of the Texag Sectetary of Stats for filing,

DATED: Mamch 19, 2004

-CONBENTUSE O NAME.DOC Page 28
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Attachment A.2 -

Limited Partner of First Choice Power Special Purpose, L.P.

First Choice Power, L.P. (99.5% interest)

General Partner of First Choice Power Special Purpose, L.P

First Choice Special Purpose GP, LLC, a Delaware limited liability company
(0.5% interest)

BOARD OF MANAGERS OF FIRST CHOICE SPECIAL PURPOSE GP, LLC

Jack V. Chambers

4100 International Plaza
Fort Worth, Texas 76109
817-737-1354
817-377-5577 (fax)
jchambers@tnpe.com

William J. Catacosinos

2 Robbins Lane, Suite 201
Jericho, NY 11753
516-933-3103
516-933-3108 (fax)
wecatacosinos@tnpe.com

Michael E. Bray, Chairman
4100 International Plaza
Fort Worth, Texas 76109
817-737-1325
817-377-5577 (fax)
mbray@tnpe.com

Orlando Figueroa*
Lord Securities, Inc.
46 Wall St.

New York, NY 10005
212-346-9000
212-346-9012 (fax)

William W. Meadows

777 Main street, Suite C-50
Fort Worth, Texas 76102-5333
817-820-8100

817-336-5944 (fax)
meadows{@wrigg.com

Theodore A. Babcock

2 Robbins Lane, Suite 201
Jericho, NY 11753
516-933-3105
516-933-3108 (fax)
tbabcock@tnpe.com

Manjit S. Cheema

4100 International Plaza
Fort Worth, Texas 76109
817-737-1341
817-377-5577 (fax)
mcheema@tnpe.com

*Mr. Figueroa is designated as an Independent Manager pursuant to terms of

FCPSP's purchased power arrangements.
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OFFICERS OF FIRST CHOICE SPeCIAL PURPOSE GP, LLC

Manjit S. Cheema

President '

4100 International Plaza

Fort Worth, Texas 76109-4896
817-737-1341

817-377-5577 (fax)
mcheema@tnpe.com

Terry Beck

Vice-President - Marketing & Sales
4100 International Plaza

Fort Worth, Texas 76109-4896
817-377-5564

817-735-5731 (fax)

tbeck@firstchoicepower.com

John Menichini

Vice-President - Customer Operations
4100 International Plaza

Fort Worth, Texas 76109-4896
817-735-5710

817-737-1384 (fax)
jmenichini@firstchoicepower.com

Attachment A.2

Scott Forbes

Chief Financial Officer

4100 International Plaza

Fort Worth, Texas76109-4896
817-737-1304

817-737-1392 (fax)
sforbes@tnpe.com

Rita Beale

Vice-President - Energy Services
4100 International Plaza

Fort Worth, Texas 76109-4896
817-735-5793

817-735-5731 (fax)
rbeale@firstchoicepower.com

Paul Talbot

Secretary

4100 International Plaza

Fort Worth, Texas 76109-4896
817-737-1394

817-737-1333 (fax)
ptalbot@tmpe.com
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Attachment A.3

TNP Enterprises, Inc. (“TNP”), a Texas corporation, owns 100% of Texas-New
Mexico Power Company ("TNMP"), a Texas corporation, First Choice Power GP,
LLC, ("FCPGP") a Delaware limited liability company, TNP Operating Company
("TNPO™), a Texas corporation, TNP Technologies, LLC ("TNPT"), a Texas
limited liability company, and Facility Works, Inc. (“FWI™), and has a 99.5%
partnership interest in First Choice Power, L.P., (“FCP”), a Texas limited
partnership.

TNMP owns 100% of Texas Generating Company I, LLC ("TGCII"), a Texas
limited liability company and a 99% partnership interest in Texas Generating
Company, L.P. ("TGC"), a Texas limited partnership company.

First Choice Power, Inc. was converted from a corporation to a limited
partnership in March 2004 under provisions in the Texas Business Corporation
Act and the Texas Revised Limited Partnership Act. Prior to the conversion, First
Choice Power, Inc. was wholly owned by TNP. TNP now owns a 99.5%
partnership interest in FCP, and owns 100% of FCP's general partner, First
Choice Power GP, LLC, a Delaware limited liability company ("FCPGP").
FCPGP owns a 0.5% partnership interest in FCP. FCP now provides
administrative services to FCPSP under a services agreement.

In March 2004, in Docket No. 29081, the Commission approved the transfer of
FCP's REP certificate to First Choice Power Special Purpose, L.P., a Texas
limited partnership ("FCPSP"). FCP is FCPSP's sole limited partner, with a
99.5% partnership interest. FCPSP's general partner, First Choice Special
Purpose GP, LLC, a Delaware corporation owns a 0.5% partnership interest. FCP
owns 100% of First Choice Special Purpose, GP, LLC.
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Zip Code Listing of Areas in which FCPSP provided
Retail Electric Service to Customers in Texas

75001 75002 75006 75007 75009 75010 75011 75013 75015
75019 75020 75021 75022 75023 75024 75025 75028 75029
75032 75034 75035 75038 75039 75040 75041 75042 75043
75044 75048 75050 75051 75052 75056 75057 75058 75060
75061 75062 75063 75065 75067 75068 75069 75070 75071
75074 75075 75076 75077 75078 75080 75081 75082 75087
75088 75083 75090 75092 75093 75094 75098 75101 75103
75104 75110 75114 75115 75116 75117 75119 75124 75125
75126 75132 75134 75135 75137 75138 75141 75142 75143
75146 75147 75148 75149 75150 75152 75154 75155 75156
75159 75160 75161 75165 75166 75167 75169 75172 75173
75180 75181 75182 75185 75189 75201 75202 75203 75204
75205 75206 75207 75208 75209 75210 75211 75212 75214
75215 75216 75217 75218 75219 75220 75223 75224 75225
75226 75227 75228 75229 75230 75231 75232 75233 75234
75235 75236 75237 75238 75240 75241 75243 75244 75247
75248 75249 75251 75252 75253 75254 75261 75287 75381
75407 75409 75412 75413 75414 75416 75417 75418 75422
75423 75424 75426 75428 75431 75432 75433 75434 75435
75436 75439 75440 75442 75446 75452 75453 75454 75459
75460 75462 75468 75472 75473 75474 75475 75479 75482
75483 75485 75487 75489 75490 75491 75495 75496 75684
75701 75702 75703 75704 75705 75706 75707 75708 75709
75751 75752 75756 75757 75758 75760 75762 75763 75766
75771 75782 75789 75790 75791 75801 75802 75803 75831
75833 75835 75840 75844 75849 75851 75855 75860 75901
75904 75937 75941 75949 75961 75963 75964 75965 75969
75976 75980 76001 76002 76006 76008 76009 76010 76011
76012 76013 76014 76015 76016 76017 76018 76020 76021
76022 76023 76027 76028 76031 76033 76034 76036 76039
- 76040 76043 76044 76048 76049 76050 76051 76052 76053
76054 76055 76058 76059 76060 76063 76065 76066 76067
76071 76073 76077 76078 76082 76084 76086 76087 76088
76092 76093 76102 76103 76104 76105 76106 76107 76108
76109 76110 76111 76112 76114 76115 76116 76117 76118
76119 76120 76123 76126 76131 76132 76133 76134 76135
76137 76140 76148 76155 76177 76179 76180 76201 76205
76208 76209 76210 76225 76226 76227 76233 76234 76240
76247 76248 76249 76250 76251 76252 76255 76258 76259
76261 76262 76265 76268 76271 76272 76301 76302 76303
76304 76305 76306 76308 76309 76310 76351 76354 76357
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76363
76377
76433
76449
76462
76481
76513
76538
76559
76621
76638
76651
76671
76704
76802
76886
76936
77002
77011
77020
77029
77038
77047
77057
77066
77075
77084
77093
77339
77377
77401
77433
77449
77461
77477
77489
77510
77531
77547
77568
77587
77957
78011
78045
78076
78151
78351

76365
76384
76435
76450
76463
76483
76520
76540
76561
76626
76639
76652
76681
76705
76804
76901
76937
77003
77012
77021
77030
77039
77048
77058
77067
77076
77085
77094
77345
77379
77414
77434
77450
77463
77478
77493
77511
77532
77550
77571
77590
77962
78014
78046
78102
78164
78352

76366
76401
76436
76453
76464
76484
76522
76541
76567
76627
76640
76655
76689
76706
76821
76902
76939
77004
77013
77022
77031
77040
77049
77059
77068
77077
77086
77095
77346
77380
77417
77435
77451
77464
77479
77494
77512
77534
77551
77573
77591
77963
78016
78050
78107
78330
78353

76367
76424
76437
76454
76469
76487
76524
76542
76569
76629
76641
76656
76690
76707
76823
76903
76941
77005
77014
77023
77032
77041
77050
77060
77069
77078
77087
77096
77354
77382
77419
77437
77454
77465
77480
77502
77515
77535
77553
77577
77592
77968
78017
78052
78116
78332
78355

76370
76426
76442
76455
76470
76491
76528
76543
76570
76630
76642
76657
76691
76708
76837
76904
76943
77006
77015
77024
77033
77042
77051
77061
77070
77079
77088
77098
77355
77385
77420
77440

77455

77468
77483
77503
77517
77536
77554
77578
77598
77977
78022
78059
78118
78336
78357

76371
76427
76443
76457
76471
76501
76530
76548
76571
76631
76643
76661
76692
76710
76849
76905
76945
77007
77016
77025
77034
77043
77053
77062
77071
77080
77089
77099
77362
77386
77422
77441
77456
77469
77484
77504
77518
77539
77562
77581
77901
77978
78026
78061
78119
78339
78358

76372
76430
76444
76458
76472
76502
76531
76549
76574
76633
76645
76665
76693
76711
76859
76932
76950
77008
77017
77026
77035
77044
77054
77063
77072
77081
77090
77316

77365

77388
77423
77444
77457
77471
77485
77505
77520
77541
77563
77583
77904
77979
78040
78064
78140
78341
78359

Attachment B.1

76373
76431
76446
76459
76475
76503
76534
76554
76578
76634
76648
76667
76701
76712
76861
76933
76951
77009
77018
77027
77036
77045
77055
77064
77073
77082
77091
77336
77373
77389
77429
77447
77458
77474
77486
77506
77521
77545
77565
77584
77905
77983
78041
78065
78141
78343
78361

76374
76432
76448
76460
76476
76504
76537
76557
76579
76636
76649
76670
76702
76801
76878
76934
76958
77010
77019
77028
77037
77046
77056
77065
77074
77083
77092
77338
77375
77396
77430
77448
77459
77476
77488
77507
77530
77546
77566
77586
77951
77990
78043
78071
' 78146
78349
78362
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78363
78379
78401
78411
78476
78535
78550
78569
78580
78595
78664
78833
78872
79225
79504
79525
79549
79602
79705
79734
79754
79770
79789

78368
78380
78402
78412
78478
78537
78552
78570
78582
78596
78680
78834
78873
79227
79505
79529
79553
79603
79706
79735
79756
79772
79830

78370
78382
78404
78413
78501
78538
78557
78572
78583
78597
78681
78836
78877
79229
79506
79533
79556
79604
79707
79739
79760
79777
79831

78372
78383
78405
78414
78503
78539
78558
78574
78584
78598
78717
78837
78880
79248
79508
79536
79560
79605
79714
79740
79761
79778
79832

78373
78384
78406
78415
78504
78541
78559
78575
78586
78621
78728
78839
78881
79252
79510
79541
79561
79606
79718
79742
79762
79780
79843

78374
78387
78407
78416
78516
78543
78560
78576
78589
78626
78801
78840
78934
79331
79511
79544
79562
79607
79719
79743
79763
79781
79845

78375
78389
78408
78417
78520
78547
78562
78577
78592
78634
78802
78852
78935
79370
79512
79545
79563
79608
79720
79744
79764
79782
79848
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78376
78390
78409
78418
78521
78548
78565
78578
78593
78648
78828
78860
78943
79501
79520
79546
79567

79701.

79730
79745
79765
79785

78377
78393
78410
78471
78526
78549
78566
78579
78594
78660
78832
78870
75201
79502
79521
79547
79601
79703
79731
78752
79766
79788
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Attachment C.1

2004 SEC Form 10-K

TNP Enterprises, Inc.

Page 36



UNTTED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D. C. 20549

FORM 10-K

FOR ANNUAL AND TRANSITION REPORTS
PURSUANT TO SECTIONS 13 OR 15(d) OF THE
" SECURITIES EXCHANGE ACT OF 1934

() ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended DECEMBER 31, 2004
OR
() TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from 1

TNP ENTERPRISES, INC.
(Exact name of registrant as specified in its charter)

Texas ’ 4100 International Plaza, P. O. Box 2943, Fort Worth, Texas 76113 Commission File
_ (Statz of (Address and zip code of principal executive offices) " Number: 002-89800
incorporation) .
’ Telephone number, including arca code: §17-731-0099 7
‘ ﬁlﬂl%ﬂ—m oyer

: wentification no.)
Securities registered pursuant to Section 12(b) of the Act. None

Seamamgsuedmmmmlz(g)ofchctNme
mark whether the registrant l)hmﬁlndanrepmmmqmedtobcﬁledbySmBorIS(d)ofﬂnSmm
ExdmgeAdofW%«ﬁnmgdmp:wedmngmmﬁbs o for such shorter Emodmmﬁcregsamwasxeqmedmﬂcmm).anda)
has been subject to reqtmunmﬁ:rﬂ:cpszdzy& Yes \ X\
ched:mmkxfdmban'c f filexs to Item 405 of SX is not contained herein, and ‘will not be
mmebgst 0 d:hnqua:t pursuant of Regulation SK is

10—K0ranyammdmmttothuFmIO-K

mmwmmmhmmsmmmma(ummmmmm—n Yes\ \ No\X\

mwmhampwynaddmmdmmm&m

Smﬂnaggmgmmknvahnofth:wmgandnm ity held by non-affiliates computed by reference to the

at which the common equity was last or the average of such comman equity, as of the last business day o
ragisum’smoarwan!yeunplandu;ﬂlé’ﬁscalqtm
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Statement Regarding Forward Looking Information

The discussions in this document that are not historical facts, including, but not limited to, future cash flows and the potential

recovery of stranded costs are based upon current expactations. Actual results maydxﬁ'ermat:naﬂy Amang the factors that could
cause&emultxmdxﬁ‘umﬂyfmmapocmmm

the outcome of any appeals of the Public Utility Commission of Texas (PUCT) order in the stranded cost true-up proceeding;
the results of any future regulatory proceedings, including risks and uncertainties relating to the receipt of outstanding
regulatory approvals of the proposed acquisition of TNP Enterprises, Inc. (TNP) by PNM Resources, Inc. (the PNM
Transaction);

the payment of dividends by Texas-New Mexico Power Company (TNMP), First Choice Power, L.P. (FCP) or First Choice
Power Special Purpose, L.P. (FCPSP) (FCP aad FCPSP collectively, First Choice); .
the ability of First Choice to attract and retain customers;

price fluctuations in the slectric power and patural gas markets; )

changes to First Choice purchased power costs resulting from the ERCOT setﬂemmr process;

changes in Electric Reliability Council of Texas (ERCOT) protocols;

collections experience;

the risks that the businesses of TNP and PNM Rescurces will not be integrated successfully after the PNM Transection;

the risk that the benefits of the PNM Transaction will not be fully realized or will take longer to realize than expected,

the risk that TNP debt and preferred retirements will not oecur 88 expected,

the risk that disruption from the PNM Transaction will make it more difficult to maintain relationships with customers,
employees, suppliers or other third parties,

conditions in the financial markets relevant to the PNM transaction;

interest rates;

weather;

changes in supply and dmmdinﬁxcmarkctforelecuicpow

market liquidity;

the competitive environment in the electric and natural gas industries;

state and fadersl regulatory and legislative decisions and actions;

the effects of accounting pronouncements that may be issued periodically;

insurance coverage available for claims made in litigation;

general business and economic conditions;

_ the outcome of legal proceedings and the performance of state, regional and national economies;

and other factors described from time to time in TNP’s reports filed with the Securities and Exchange Commission.

TINP wishes to caution readers not to place andue reliance on any such forwardloohngmmenu,whzchmmadepumunome
Private Securities Litigation Reform Act of 1995 and, as such, speak only as of the date made.
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PARTI
Item 1. BUSINESS
Introduction

TNP Enterprises Inc. (TNP), is a holding company that conducts its principal operations through its wholly-owned
subsidiaries, Texas-New Mexico Power Company (TNMP), First Choice Power, L.P. (FCP) and First Choice Power Special
Purpose, L.P. (FCPSP) (FCP and FCPSP coilectively, First Choice). TNP has been wholly owned by SW Acquisition, L.P., (SW
Acquisition) since April 7, 2000, the date of the closing of a merger transaction between TNP and ST Acquisition Cortp (the ST
Corp. Merger). ’ .

TNMP is a regulated utility operating in Texas and New Mexico. In Texas, it is 2 regulated utility engaged solely in the
transmission and distribution of electricity. Its transmission and distribution network serves 85 municipalities and adjacent
suburban and rural areas throughout jts operating regions. Its operating regions include suburbs of Houston, Dallas and
Galveston and rural areas throughout central, north and west Texas. Its Texas customers are retail electric providers operating
within those areas. In New Mexico, it provides integrated electricity services in portions of southern New Mexico under
traditional cost of service regulation, including transmitting, distributing, purchasing and selling electricity to New Mexico
customers. It serves the load of its New Mexico customers under a long-term wholesale power contract with Public Service
Company of New Mexico. Traditional cost-of-service regulation is a method of regulation that sets rates that TNMP can
charge to its electricity customers based upon its cost of providing that service. The cost of providing that service includes a
return of and on the capital that TNMP has invested and dedicated to providing electric service. TNMP’s predecessor was -
organized in 1925, . ' :

First Choice is a certified retail electric provider operating in Texas, which allows it to provide electricity to residential, small
commercial and large commercial, indnstrial and institutional customers. First Choice performs all activities in Texas with Texas
retail customers, including acquiring new retail customers, setting up retail accounts, handling customer inquiries and complaints,
and acting as & lizison between the transmission and distribution companies and retail customers, First Choice was organized in
2000 to act as TNMP's affilinted retail electric provider, as required by the Texas Electric Choice Act, the legisiation that
established retail competition in Texas (also known as Senate Bill 7).

First Choice consists of FCP and FCPSP. FCP converted from a corporation to a limited parmership in March 2004, On June
1, 2004, FCP established FCPSP, a wholly owned bankruptcy remote special purpose entity in connection with its power supply
arrangement with Constellation Energy Commodities Group, Inc. (formerly known as Constellaion Power Source,
Inc.)(Constellation). FCPSP holds First Choice's retail electric provider certificate issued by the Public Utility Commission of
Texas (PUCT), ail customer contracts and wholesale power and gas contracts previously held by FCP, with the exception of
certain financial instruments held for hedging purposes, FCP provides personnel, operational and management services to FCPSP
under a services agreement. .

Prior to January 2002, TNMP provided integrated electricity services in Texas. In Jamsary 2002, it trapsferred its Texas retail
operations to FCP. Through December 31, 2001, TNMP operated as an integrated electric utility in Texas, generating,
transmitting and distributing electricity to customers in its Texas service territory. On Jamuary 1, 2002, with the advent of the
deregulation of the generation and supply markets pursuant to Senate Bill 7, FCP began to provide retail slectric service to all
TNMP customers that did not select another retail provider and fo customers that chose FCP to provide them with electric
service. All classes of customers of most investor-owned Texas utilities can choose their retail electric provider. ‘Municipal -
utilities and efectric cooperatives may participate in the competitive marketplace, but to date, zone have chosen to do so.

TNMP has two’ subsidiaries, Texas Generating Company, L.P. (TGC) and Texas Generating Company II, LLC (TGCI),
whose predecessors were formed in the late 1980s to facilitate the financing of the construction of TNP One, TNMP's solo power
generation facility. TNMP, TGC and TGCTI held title to TNP One until May and June 2001. At that time TNMP converted TGC
and TGCII to their present forms, and consolidated the ownership of TNP One into TGC to comply with the provisions of Senate
Bill 7. TNMP and TGC sold TNP One in October 2002. As a result of the sale, TGC and TGCII neither own propesty nor engage
in any operating activities.

TNP and TNMP are Texas corporations. FCP and FCPSP are each Texas limited parmerships. FCP's general partoer, First
Choice Power GP, LLC, and FCPSP's general parter, First Choice Special Purpose GP, LLC, are each Delaware imited liability
companies. TGC is a Texas kmited parmership and TGC IT is a Texas limited liability compeny. The executive officas of TNP,
TNMP, FCP, FCPSP, TGC and TGC II' are located at 4100 International Plaza, P.O. Box 2943, Fort Warth, Texas 76113 and the
telephone pumber is (817) 731-0099. TNP also hes an executive office located at 2 Robbins Lane, Suite 201, Jericho, NY 11753,
with the telephone number (516) 933-3100. Unless otherwise indicated, all financial information in this report is presented on &
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Proposed PNM Resources, Inc., Acquisition of TNP Eaterprises, Inc.

On Iuly 24, 2004, SW Acquisition, L.P., the sole holder of TNP common stock, entered mto an agreement (Stock Purchase
Agreement) to sell all of the cutstanding common stock of TNP to PNM Resources, Inc. (PNM Resources) for approximately $189
million comprised of equal amounts of PNM Resources common stock and cash. PNM Resources will also assume approximately
$835 million of TNP’s net debt and senior redesmable cumulative preferred stock (preferred securities).

Under the terms of the agreement, TNP’s common shareholder will receive consideration, consisting of approximately 4.7
million newly issued PNM Resources shares and the remainder being paid in cash, subject to closing adjustments. PNM
Resources shares were valued at $20.20 on the date the agreement was entered into. The final sale price will be based on the share
price on the day of closing. PNM Resources shares closed at $26.24 on February 28, 2005S. The existing indebtadness and
preferred securities at TNP will be retired. Al debt at TNMP, TNP's wholly-owned electric utility subsidiary, will remain
" outstanding.

Ba&edandxenumbaofcommonshmuoutsmndingonaﬁxuydﬁuwdbasisanduhnginm accomnaddjﬁonalaqtﬁty‘
issuances, following the transaction, PNM Rasources’ sharcholders would own 94 percent of PNM Resources' commean equity,
and TNP’s sharcholders would own approximatety § percent. ‘

The transaction is subject to certain conditions, including, to the extent they are required, receipt of necessary orders or other
actions by the Public Utility Commission of Texas (PUCT), the New Mexico Public Regulation Commission (NMPRC), the
Federal Energy Regulatory Commission (FERC), the Securities and Exchange Commission (SEC) and clearance under applicable
federal anti-trust statutes. Information regarding the approval status in each jurisdiction is as follows:

Texas. On September 9, 2004, TNMP and FNM Resources filed a joint applica.rion with the PUCT sesking a finding that the
acquisition is consistent with the public interest. Various parties intervened in the proceeding. In February 2005, TNMP and
PNM Resources filed a stipulation settling all issues in the acquisition docket and providing for rate reductions by TNMP, timing
of the 60-day rate review and effective dates for the resulting rates, extension or renewal of certain service quality and reliability
commitments, a synergy savings rate credit to be effective after closing, and a finding that the acquisition is consistent with the
public interest Various parties, including the staff of the PUCT executed the stipulation and all parties agreed not o oppose its
approval. Management expects the PUCT to find the acquisition to be consistent with the public interest and implement the
stipulation no later than April 2005. See Note 3 ~ Regulatory Matters - Texas for additional information associated with the.
settlement.

New Mexico, On September 9, 2004, TNMP and PNM Resources filed 2 joint application with the NMPRC seeking approval
of the acquisition. Various parties intervened in the proceeding. In February 2005, TNMP and PNM Resources filed 8 stipulation
settling all issues in the ecquisition docket inchuding rate reductions by TNMP over five years, the sharing of sypergy savings with
customers of TNMP and various PNM Resources subsidiaries, and the agreement of the parties that the acquisition should 'be
approved. Management expects that the NMPRC will approve the acquisition settlement in the second quarter of 2005. Sec Note 3
~ Regulstory Matters — New Mexico for additional information associated with the settiement.

FERC. On December 23, 2004, TNMP and PNM Resources filed a joint application requesting approval of the acquisition.
On January 28, 2005, ElPasoElecmCompany(EPE)ﬁladaprotwmﬂwacqmmhonmngﬂmEPEnxdadmom information
on competitive issues before the application could be approved. Xcel Energy aiso filed 2 motion to intervene in the matter but did
Dot protest approval of the transaction. On March 2, 2005, FERC issued an order, rejecting EPE’s protest and approving the

SEC. Dmmgﬁmsecondqumofzoos TNPapectsﬁmPNMRuommﬂﬁleforaﬂreqmmdmneededfm
approval of the a.cqmmuonbyﬂ;e SEC.

Fedamlbade Commission. OnFebmuy 2, 2005, PNMRnommvedun-mmcund«&eHmSeou-Rodmo
Act from the Federai Trade Commission.

Themsactionisnlsosubjectmceminrighmoftuminaﬁonbyeachpany,hmhldingdghtsoftaminaﬁoninthe‘cvmths:
required regulatory action is demied or not received. The Stock Purchase Agreement may also be terminated if the closing has not
occurred on or prior to December 31, 2005.
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TNMP’s Service Areas

TNMP serves a market niche of smaller- to medium-sized communities. TNMP provides electric service, either directly or
through retail electric providers, to more than 255,000 customers in 85 Texas and New Mexico municipalities and adjacent rural
areas. Onlythree of the 85 communities in TNMP’s service territory have populations exceeding 50,000, TNMP's service
territory is organized into two operating areas: Texas and New Mexico. In most areas that TNMP serves, it is thz exclusive
provider of transmission and distribution services.

Texas

TNMP’s Texas territory consists of three non-contiguous areas. One portion of this territory extends from Lewisville, which is
approximately 10 roiles north of DFW Intemational Airport, eastward to municipalities near the Red River, and to communities
north, west and south of Fort'Worth. A second partion of its teritory includes the area along the Texas Guif Coast between
Houston and Galveston, and a third includes areas of far west Texas between Midland and E) Paso. In Texas, TNMP provides
transmission and distribution service, through retail electric providers, to a variety of entities, including customers engaged in the
agricultural, food pmcmg, oil and g8, petrochemical, and tourism industries.

TNMP's Texas opemtiom lie entirely within the Electric Reliability Council of Texas (ERCOT) region. ERCOT is the
independent system operator that is responsiblie for maintaining reliable operations of the bulk electric power supply system in the
ERCOT region, which is located eatirely within Texas and serves about 85 percent of the electrical load in Texas,

_ New Mexico

TNMP's non-contiguous New Mexico service territories include areas in southwest and south central New Mexico, TNMP
engages in the transmission, distribution, purchase and sale of electicity to residential customers and a variety of commercial and
industrial entities, including customers engaged in mining and agriculture, with copper mines as the major industrial customer.

Franchises and Certificates of Public Convenience and Necessity

. Texas and New Mexico laws do not require an electric utility to execute a franchise agreement with a musicipality to be
entitled to provide or continue to provide electrical service within the municipality. A franchise agreement does, however, -
document the mutually agreeable terms under which the service will be provided within a municipality. TNMP holds 79 franchises
with terms ranging from 15 to 50 years, three franchises with five year terms, one franchise with a ten year term and two
franchises with indefinite terms from the 85 municipalities to which TNMP provides electric service. These franchises will expire
o various dates from 2005 to 2039, Three Texas franchises, Sweeny, Lewisville, and Texas City, and one New Mexico franchise,
. Sﬂquny.mscheduledmupuemZOOS These franchises account for approximately 21 percent of total company revenues.
The Texas City franchise is currently renewed on a month-to-month basis. TNMP intends to negotiate and execute new or
amended franchise agreements with these municipalities to be effective before the existing franchises expire. The sales within the
85 franchises currently contribute approximately 64 percent of TNMP’s total revenues, The remainder of TNMP's revenues are
eamed from service provided to facilities in TNMP's service area that lie outside the territorial jurisdiction of the municipalities
with which TNMP has franchise agreements.

TNMP also holds PUCT certificates of public convenience and necessity covering all Texas areas that it serves.  These
certificates include terms that are customary in_ the public utility industry. TNMP generaily has not been required to have
certificates of public convenience and necessity to provide electric ‘service in New Mexico. InbomTexasandNechxzco..
TNMP is the exclusive trangmission and distribution provider in nearly all of the areas it serves.

First Choice’s Service Areas

First Choice had approximately 219,000 customers in Teaxas as of December 31, 2004. This number consists of approximately
163,000 price-to-beat customers and 56,000 customers (residentisl, commercial, and aggregated municipalities) acquired through
competition, The price-to-beat customers are former customers of TNMP that have chosen to remain with First Choice, TNMP's
affiliated retail electric provider, First Choice focuses its competitive customer acquisition efforts in the major metropolitan arcas
that arc open to electtic choice within ERCOT, including Dallas-Fort Worth, Houston, Corpus Christi, and McAllen-Harlingen.
First Choice is one of 15 retail electric providers competing for mass market customers (residential and small commercial), and
one of 59 retail electric providers compenngforhrgecomnmLandaggregatedmummpalamomm At December 31, 2004,
First Choice's g;gawan-hcmr(GWH) sales market share in competitive regions of ERCOT was approximately 2.9 percent.
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ERCOT

TNMP and First Choice are both members of ERCOT. The ERCOT independent system operator, or ISO, is responsible for
maintaining reliable operations of the bulk electric power supply system in the electric market served by ERCOT. Its
responsibilities include ensuring that information relating to a customer’s choice of retail electric provider is conveyed in a timely
manner {o anyone needing the information. It is also responsible for ensuring that electricity production snd delivery are
accurately accounted for among the generation resources and wholesale buyers and seflers in the ERCOT region. The ERCOT
ISO does not operate a centrally dispatched pool and does not procure energy on behalf of its members other thap to maimtain the
reliable aperation of the transmission system. The ERCOT ISO also serves as agent for procuring ancillary services for those who
elect not to secure their own ancillary services requirements.

Members of ERCOT include retail customers, investor and rounicipal owned electric utilities, rural electric cooperatives, river
authorities, independent generators, power markets and retail electric providers. The electric market served by ERCOT operates
under the reliability standards set by the North American Electric Reliability Council. The PUCT bas primary jurisdictional
authority over the electric market served by ERCOT and the reliability of electricity across Texas' main interconnectsd power grid.

Seasanality of Business

First Choice experiences increased sales and operating revenues during the summer months as a result of increased air
conditioner usage in hot weather. In 2004 approximately 41 percent of First Choice's consolidated annual revenues were recorded
m June, July, August, and September.

TNMP's sales and operating revennes remain relatively constant throughout the year. A significant portion of TNMP’s
" revenues are based on customer peak loads which are set appually and do not fluctuate with monthly Kilowatt-Hour (Kwh)
consumption. TNMP's quarterly revenues were 23 percent, 24 percent, 28 percent and 25 percent of total revenues for the 1%, 2%,
3™ and 4™ quarters of 2004, respectively.

Sources and Cost of Energy
First Choice

First Choice assumed the energy supply activities of TNMP in Texas on January 1, 2002, The competitive market created
under the provisions of Senate Bill 7 contrins a0 pravisions for the specific recovery of fuel and purchased power costs, although
First Choice can request that the PUCT change the price-to-beat twice a year to recognize changes in natural gas prices. Also, as

. discussed in Note 3, 60 days fonowmg thcxssuanccofaﬁmlmndedcosttme-up order, TNMP mreqmmdmmakeamtemew
ﬁlmg Under the Texas acquisition settlement described in Note 2, shortly before the PUCT’s order m TNMP's 60-day rate case
review becomes final, the PUCT will adjust First Chaice’s fuel factor portion of the price-to-beat downward if natural gas prices
are below the prices embedded in the then-current factor, As a result of these competitive market conditions, changes in the market
prices of fuel and purchased power will affect First Choice’s operating results. To manage this risk, First Choice has established a.
strategy to mitigate the effects of changing prices.

Strategy for Mitigating Fluctuation in Costs of Energy Supply. In 2003, First Choice and Constellation executed a three-year
power supply agreement that resulted in Constellation being the primary supplier of power for First Choice’s customers, both
price-to-beat and competitive. The Constellation agreement allows First Choice to execute & risk management policy that
establishes limits upon the amount of risk that First Choice may assume. First Choice’s basic strategy is to minimize its exposure
to fluctuations in market energy prices by matching fixed price sales contracts with fixed price supply. In addition, First Choice
can use its ability to change the price-to-beat fuel factor to mitigate fluctuations in the cost of its price-to-beat energy supply and
use various financial instruments to hedge against the risk of adverse changes in natural gas prices.

Benefits Provided by Constellation Agreement. As part of the agreement, and as discussed in Note 12, First Choice granted 8
security interest in its accounts receivable to Constellation, which has provided First Choice with sufficient credit for its
operrtions. As a result, First Choice has secured supply to serve all of its forecasted commitments to existing price-to-beat and
competitive customers through 2006. First Choice has secured fixed price supply for fixed price sales contracts for approximately
86 percent of its competitive load through 2006. For the remaining competitive load, First Choice has secured supply at rates that
fluctuate with natural gas prices. First Choice has the ability, on 45 days notice, to change the rate bilied 1o these oompeﬁtive
customers. First Choice has locked in prices for price-to-beat customers’ supply through May 20085, and has secured the remaining
supply to serve its forecasted commitments to price-to-beat customers through 2006 at prices that currently vary with moathly
natural gas prices. To mitigate the risk of changes to monthly natural gas prices, First Choice has the ability to fle with the PUCT

to changs the price-to-beat twice each year, in the event of significant changes in natural gas prices, or use financial instruments,
as discussed previously.
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Load Forecasting Risks. First Choice’s load fluctuates continuously due to among other things; customer additions and losses,
changes in customers’ usage, severe or unexpected weather and timing of customer switching. First Choice continually monitors
and revises its load forecast to account for changing customer loads (both price-to-beat and competitive). First Choice develops
short-term load forecasts to identify short-term load surpluses and shortages, and to ensure that hedges are in place to cover
expected sales. To the extent these short-term load forecasts identify shortages, First Choice covers shortages through short-term
power purchases or through purchases on the ERCOT balancing market.

The power supply agreement with Constellation resuited in Constellation assummg weather related risks. First Chmcc retained
the risks associated with customer attrition.

New Mexico

TNMP purchases ali electricity for its New Mexico customers’ needs and energy-scheduling services under terms of a long-
term wholesale power contract with Public Service Company of New Mexico (PNM). Purchases under the contract are at fixed
rates to provide price stmbility to TNMP’s New Mexico customers. Thccontzact extends dlroughDecemberZOOG PNM is a
wholly-owned subsidiary of PNM Resources.

To maintain g reliable power supply for its New Mexico customers and to eoordinm:c interconnected operations, TNMP is a
member of the Western Electricity Coordinating Council.

New Mexico Purchased Power Recovery. TNMP is allowed to recover all New Mexico purchesed power costs through a Fuel
and Purchased Power Cost Adjustment Clause (FPPCAC) authorized by the NMPRC. The purchased power recovery factor
changes monthly to reflect over-collections or under-collections of purchased power costs. As described in Note 3, the FFPCAC
temporarily expired in February 2004 but was reinstated in October 2004.

Purchased Power Costs

DunngZOO4 TNP’s consolidated average cost per Kwh of purchased power was 4.9 cents.. In 2003, TNP's consolidated
average cost of purchased power was 5.4 cents per Kwh. )

The following teble illustrates the composition of TNP*s sources of electric energy in 2004.

Percent of Energy Provided
First Choice TNMP

Texas New Mexico
Purchased Power
Firm contracts expiring in 2004 2% -
Firm contracts expiring in 2006
Constellation - : 78% -
PNM - 100%
Total o 100% 100%

Government Regulation

TNMP is subject to various federal, state and local regulations. . TNMP possusaaﬂnecesmryﬁuchiéa,licmesand
certificates to enable it to conduct its business. Within Texas, TNMP is a rate-regulated electric transmission and distribation
utility and is subject to the jurisdiction of the PUCT and certain mumctpahues with respect to rates and service. Within New
Mexico, TNMP. is subject to the jurisdiction of the NMPRC. TNMP is subject in some of its activities, including the issuance of
securities and the acqmsmon or disposition of properties in New Mexico, to the jurisdiction of the FERC. TNMP"s transmission
and distribution activities in Texas are not subject to FERC regulanon, because those activities ocour solely within the ERCOT
system of Texas,

Inadd:tmntorcgulnnonasaunhty TNMPsfncihﬂmmmgulatedbydenvmmmlPchuonAgcncydemmd
New Mexico environmental agencies. During 2002, TNMP incurred expenses related to air, water, and solid waste pollution
abatcment (including ash removal) of approximately $3.1 million. Substantially all of TNMP's cavironmental expenses were
incurred at TNP One, which TNMP sold in October 2002.

In October, 2003, the Texas Commission ont Environmental Quality (TCEQ) notified approximately 50 companies, including
TNMP, that releases of hazardous substances had been documented from a site owned and operated by 2 vendor with whom those
companies didbusinua.'lNMPp\mhasedu'ansformmﬁnmthevendormdalwscnzsamemsfommwthzvggepr%rmpair

-9



and/or disposal. The owner and operator of the site has filed for bankruptcy and the site is under the control of the bankruptcy
trustee. In August 2004, 15 of the companies identified by TCEQ as Potentislly Responsible Parties (PRPs), including TNMP,
formed an initial working group to manage the remediation efforts and determine the allocation of responsibility among the PRPs.
Asamnhofﬂncxmnalaﬂocauonofmponsibﬂny in 2004, TNMP recorded a liability of $0.6 million for its share of the clean up
of this site.

FirstChoiccopaatuundcraccrtiﬁmissuedbymePUCrandissubjectmPUCTml& concerning various aspects of
customer service and protection. The PUCT also has the authority to approve and, in limited circumstances, change the price-to-
beat First Choice charges to its customers.

Employees and Executive Officers

At December 31, 2004, TNF, First Choice and TNMP had 804 employees. The employees are not represented by a union or
covered by a collective bargaining agreement. Management belicves relations with its employees are good. Executive officers of
TNP are clected anmually by and serve at the discretion of the board of directors.

The executive officers of TNP and the presidents of its principal operating subsidiaries are as follows:

Name ‘ Age Position

William J. Catacosinos 74 Chairman & Chief Executive Officer, TNP
Michael E. Bray 57 President & Chief Operating Officer, TNP
Theodore A. Babcock 50 Chief Financial Officer, TNP

Jack V. Chambers 55 President, TNMP .

Manjit S. Cheema 50 President, First Choice and Treasurer, TNP
Kathicen A. Marion 50 Corporate Secretary, TNP

William J. Catacosinos has been Chainman and Chief Executive Officer of TNP since the closing of the ST Corp. Merger in
April 2000 and serves on TNMP's board of directors. He was President of TNP from April 2000 until January 2004. Smce
November 1998, Dr. Catacosinos has also served as Managing Partner of Laurel Hill Capital Partners. Dr. Catacosinos was
Chairman and Chief Executive Officer of Long Island Lighting Company (LILCO) from January 1984 to July 1998. Dr.
Catacosinos is a director of Preservation Sciences, Inc., a company in St. Petersburg, Florida, that researches, develops and

markets preservatives and preservative technologies for food, beverage and industrial products and of Inmanunal Coal Group, 8
publicly held coal company.

Michael E. Bray became President and Chief Operating Officer of TNP on Januery 19, 2004. He became a director of TNP on
Junuary 14, 2004. He became a director of TNMP and Chairman of First Choice on February 4, 2004. From July 2000 until
September 2003 he was President of PPL Electric Utilities and Vice Chair of PPL Gas Utilities, electric and gas utilities based in
Allentown, Pennsylvania. From April 2000 to July 2000 be was Senior Vice President of PPL Electric. From February 1999 to
April 2000 he was President and Chief Executive Officer of Consolidated Edison Development, Inc., a power generation
subsidiary of Consolidated Edison Company of New York, New York. -

Thevdore A. Babcock joined TNP upon the closing in April 2000 of the ST Corp. Merger as Chief Financial Officer. Since
1999, Mr. Babcock has been 2 Managing Director of Laurel Hill. From 1996 to 1998, Mr. Babcock served as Vice President and
Treasurer of LILCO.

Jack V. Chambers was named Chairman, President & Chief Executive Officer of TNMP in April 2001. Prior to that time, Mr.
Chambers had sexved as Senior Vice President & Chief Operations Officer of TNMP since October 2000. Mr. Chambers was
Senior Vice President and Chief Customer Officer of TNMP from 1994 until October 2000, andSemorV'caPruldmtofTNP
from April 1996 until the closing of the ST Corp. Merger in April 2000.

Manjit S. Cheema was clected President of First Choice in August 2001 and Treasurer of TNP in May 2000. He was Senior
Vice President & Chief Financial Officer of TNMP from July 1996 until Augnst 2002. Mr. Cheema was Senior Vice President &
Chief Financial Officer of TNP ﬁ'mn May 1997 until the closing of the ST Corp. Merger in April 2000.

Kathieen A. Marion joined TNP in April 2000 upon the closing of the ST Corp, Merger as Corporate Secretary. Since 1999,

Ms. Marion has been’ Executive Administrator of Laurel Hill. From 1994 to 1998, sheservedaancePrwdmtofCorpomﬁe
Services and Corporate Secretary of LILCO, .
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Item 2. PROPERTIES
Transmission and Distribution Facilities

TNMP’s facilities are located within its Texas and New Mexico service areas. TNMP’s Texas transmission and distribution
facilities are located in three non-contiguous areas. One area extends from Lewisville, which is approximately 10 miles north of
DFW International Airport, eastward to municipalities near the Red River, and to communities north, west and south of Fort
Worth. A second area includes portions of Galveston and Brazoria counties, located along the Texas Gulf Coast between Houston
and Galveston, and a third includes areas of far west Texas between Midland and El Paso, extending ftom the cities of Kermit and
Pecos south to Fort Stockton and Sanderson. TNMP’s New Mexico transmission and distribution facilities are located in
southwest and south central New Mexico, including the cities of Alamogordo, Ruidoso, Sitver City, Lordsburg and surrounding
communities.

Management believes that TNMP's transmission and distribution facilities have sufficient capacity to serve existing customers
adequately and that those facilities can be extended and expanded to serve customer growth for the foreseeable future, These
facilities primarily consist of overhead and underground lines, substations, transformers, and meters. TNMP generally constructs
its transmission and distribution facilities on easements or public rights of way and not on real property held in fee simple.

Administrative and Service Facilities

TNP’s, TNMP’s, and First Choice’s corporate headquarters are located in Fort Worth, Texas. Office space is leased through
December 31, 2008. TNP aiso has an office. in Jericho, New York, which is leased through May 1, 2006. - . '

TNMP owns or leases 26 construction centers or other office facilities in Texas and New Mexico. First Choice owns or leases
local offices in 20 of the Texas municipalities it serves. In addition to these facilities, TNMP owns or leases offices in 12 Texas
communities that are shared with First Choice.

Item 3. LEGAL PROCEEDINGS

Since 1998, TNMP has been engaged in litigation in the state and federal courts with Power Resource Group, Inc. (PRG)
involving the effectiveness of certain PUCT rules that implement Public Utility Regulatory Policy Act (PURPA) regulations. PRG
claims that if the FERC regulations had been properly implemented in Texas, TNMP would have been required to make a long-
term purchase of electricity from PRG. Currently, PRG is appealing to the United States District Court of Appeals for the Fifth
Circuit, the ruling in favor of TNMP and the PUCT by the United States District Court for the Western District of Texas. The
District Court denied PRG’s claims that: (1) the PUCT’s rules inappropriately implemented the PURPA statate and FERC
implementing rules; (2) the District Court should direct the PUCT to promulgate new rules implementing PURPA to PRG's
satisfaction; and (3) the District Court should direct that the new rules, as required to be adopted, be applied to PRG’s claim
against TNMP as if such rules existed from the beginning of the dispute. The District Court determined that PRG’s claim was an
“as applied” claim over which the Court had no jurisdiction. TNMP is defending the appeal to the Fifth Circuit and continues to
belicve that it will be successful in defending against PRG’s claims.

Information regarding additional regulatory and legal mam is provided in Notes 3 and 12.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of security holders in the fourth quarter of 2004.
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. PART I

Item 5. MARKET FOR REGISTRANTS’ COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
TNP has no publicly traded shares of common stock outstanding.

Item 6. SELECTED FINANCIAL DATA

The following table sets forth selected financial data of TNP for 2000 through 2004.

2004 2003 2002 2001 . 2000

TNP ENTERPRISES, INC. {Dollars in thousands)
For the years ended Decemuber 31,
Consolidated results
Operating revemues ' $ 713880 5§ 835493 § 687371 5§ 658914 § 644035 @

Income (loss) before extraordinary itsm and the :
22233 S (18,193) § 32235 S 10060 S 5061 V.

cumulative effect of change in accounting™ s
Net income (loss)™? ' $ (I5603) § (18193 § 32235 S 8990 § 5061 ™
At December 31,. : :

Total assets $ 1,291,937 § 1408773 S 1,274,736 § 1298322  § 1,356,885
Long-term debt, including current maturities $ 801,381 § 810564 § 691,795 § 780,611 5§ 860,127
Preferred stock -~ 187,878 © 162,538 140,452 121,191 104,393
Common shareholders’ equity (29,679) 52,175 50,083 78,811 86,620

Total capitalization S 959580 § 1025277 § 922330 3 980,613  § 1,05L,140

Capitalization ratios :

Long-term debt, including current maturities 83.5 % 9.1 % 750 % 796 % 818 %

Preferred stock 19.6 15.8 152 124 9.9

Common shareholders’ equity (3.1 5.1 9.8 8.0 83
Total capitalization 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %

M ejudes information of Predecessor company for January 1, 2000 through April 7, 2000, the period prior to the ST Corp. Merger.
@ Reflects a change in the method of accounting for major maintenance costs in 2001.

- @ Reflects m extraordinery item of $97.8 million (net of tax) related to the disallowance of stranded costs in Texas in 2004 as described
in Note 3. ) . ’
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Operating revenaes (in thousands):

Resideatial
Commercial
Ingustial
Sales for resale @
Other

Toul

Number ofefmn:n {at year-end):

Residential
Comumercial
ndusxial
Sales for resale @
Otber_

Total

Residential

Commpercial

Industris!

Sales for resale

Other =
Total

Revenue statistics:

Net genaration aud purchases (MWH):
Generated

Avenage ammal use per residentia]

customer (Kwh)

" TEXAS-NEW MEXICO POWER COMPANY
SELECTED OPERATING STATISTICS

Average auzmal rovenne per residegtial

customer (doilars)™

Avenge revenoe per Kwh sold
per residential customer (cents)V
Average revemme per Kwh soid

total sales (coot)™

— = Purchased

Average cost per Kwh purchased (cents)(3)

Employess (year-end)

m

Total

[n exrty 2002, Texas operations becamne tnbundied in accordance with Senste Bill 7, Texas sixtistics thercfore are primarily

asgocisted with the transmission and distribotion of electricity to retail customers and the generation and sale of electricity
from TNP Cus generating plaat (sokd on October 31, 2002). New Mexico operations remain unchanged from prior years.

Sales for resale in 2002, incinde the saie of output from TNP One until it wan sold on October 31, 2002.

2004 2003 2002 @ 2001 2000
H 92,434 s 92,026 3 102,464 3 264,704 S 231,953
’ 91,662 92,083 94,052 210378 176,638
50,779 44,145 42,089 173,385 172,908
. . 53,806 12,499 12,350
34,790 21,234 11,496 9,934 30,189
3 269,665 s 245 488 [ él_,SEZL B0
2,682,425 2,688,719 2,622,978 2,5554T2 2,582,081
2,205,300 2,159,359 2,095,666 2,089,978 2,069,045
2,174,261 2,220,338 1,958,920 4,166,178 4,610,059
- - 1,978,194 291,958 281,017
112,994 113,574 110,552 99,884 101,563
7,174,980 7,181,987 3,706.350 83040 G435, 766
‘ 219,006 215,589 210,936 208,712 202,759
35,932 35,729 34979 33,654 34,345
107 108 114 117 116
. - - . 16
867 328 435 802 788
255,912 232238 248,364 240285 238024
12,354 12,606 12,554 12,451 12,805
426 431 450 1,290 1,150
3.45 342 391 1036 8.98
376 347 347 7.08 6.68
- - 2,010,606 2349380 2,215236
1,135,070 993,441 1,106,924 © 7,145,034 7
—),135.070 993,441 3,117,530 "9 454 414 9.901538
6.67 6.83 5.35 458 4.01
604 s34 578 748 830
After the unbundling of Texas operstions in esrly 2002, average cost per Kwh purchased reflects the cost af New Maxico power supply only,
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FIRST CHOICE POWER, INC. AND SUBSIDIARIES

Operating revenues (in thonsands):
Residential
Commercial
Aggregated cities
Total revenue from billed sales
Unbilled and ather reveaue
Total

Sales MWH):
Commercial
Aggregated cities

Total

Number of customers (st year end) o,
Residential
Commercial
Aggregated cities
Total

Revenue statistics:

Average aanual use per residential
customer (Kwh)

Average annual revenue per residential
customer {(doilars)

Average revenue per Kwh sold
per residential customer (cents)

Average revenue per Kwh sold. - -
total sales (cents)

Net purchases MWH)
Average cost per Kwh purchased (cents)

Employees (year-end)

SELECTED OPERATING STATISTICS

First Choice as their retail electric provider, but have yet to receive & bill

2004 2003 2002
s 269,176 293,185 $ 209,467
227,652 288,424 187,621
48,8950 96,406 68,812
545,718 . 678,015 465,900
(1,037) 17,285 39,356

S 544,681 - 695,300 3 50526 '
2,476,737 2,855,472 2,325,096
2,799,586 3,916,657 2,633,021
613,113 1,321,035 997,197
5,889,436 8,093,164 5,955,314
178,324 194,556 180,220
35,485 38,951 31,858
5,038 13,960 11,112
218,847 247,907 223,190
13,53t 14,396 14,559
1,471 1,478 1,312
10.87 10.27 9.01
9.27 838 782
6,159,522 8,565,053 6,851,130
4.68 5.27 362
155 158
(1) First Choice defines a customer 2s an entity that bas received a bill for electric service in the billing month.
As such, customer counts shown above and elsewhere in this report do not include eatities that have chosen
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Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

SIGNIFICANT EVENTS AND KNOWN TRENDS AFFECTING TNP
Competitive Conditions

First Choice Energy Supply

Admcmsxonofd:ccompeunveposmonofTNwaﬂnegmdmcncrgympplyumcludedmltem7A,“anmnveand
Qualitative Disclosures about Market Risk."”

First Choice Customer Operations

Ag discussed in Note 1, the Texas electricity market has been open to retail competition since January 1, 2002, First
Choice has addressed, and continues to addg-:ss, a number of {ssues related to the development of retail competition.

Price-to-Beat. First Choice must offer customers that take service in TNMP's service area, and whose loads are less than
1 megawatt a regulated price, commonly called the price-to-beat. The price~io-beat will be offered through December 31,
2006, and First Choice could not offer those customers any other rate before the loss of 40 percent of the energy consumed
by its price-to-beat customers, or January 1, 2005, whichever occurred first. In January 2004, the PUCT .approved a
stipulation among TNMP and other parties, wlm:h found that First Choice bad lost more than 40 percent of the energy
consumed by its small commercial price-to-beat customers. As a result of PUCT’s action, First Choice has been authorized
to offer small commercial customers who reside in TNMP's service area rates other than the price-to-beat since January
2004. First Choice remained beiow the 40 percerit loss threshold with respect to residential price-to-beat customers through
December 31, 2004, As of January 1, 2005, First Choice may offer prices lower than the price-to-beat to residential
customers in TNMP's service area.

Customer Retention and Acguisition. At December 31, 2004, First Choice served approximately 163,000 customers at
price-to-beat rates and approximately 56,000 customers at competitive rates. At December 31, 2003, First Chboice served
approximately 176,000 and 72,000 price-to-beat and competitive customers, respectively. In respomse to the factors
discussed in Bad Debt and Delinquency, below, First Choice did not actively pursue mass market customers in 2004. Mass
market customers who choose First Choice as their retail electric provider are required ta pass a credit check or male a

deposit before First Choice begins service. In 2005, Fnst Choice will reevaluate its strategy with regard to maxiztmg to the
mass market .

Bad Debt and Delinquency. On June 1, 2004, several changes to customer protection rules in Texas became effective. Of
the changes, the rules related to disconnection for non-payment and the required amount of a customer deposit are having the
greatest impact on First Choice. The new rule for disconnection for non-payment states that if a customer does not maks a
payment or payment arrangement until after the final due date gpecified in the disconnect notice, the retail electric provider is
allowed to disconnect the customer. The previous rule only allowed the retail electric provider to terminate service and drop
the customer to the retail electric provider that was affiliated with the customer’s transmission and distribution service
provider, or to the provider of last resart for non-payment. The new rule for the required amount of deposit states that the
dcposxtshannotexcaedtbegxmterofone fifth of the estimated annual billing or the sum of the next two month's estimated
billings. The previous rule stated that the deposit could not exceed the greater ofonc-sxxth of the estimated annual billing or
the sum of the next two month’s estimated billings,

The structure described above Limited First Choice’s collection activities prior to June 1, 2004 and affected both bad debt
expense and the level of delinquent accounts receivable. First Chojce’s bad debt and delinquency rates have decreased for
competitive customers as it has implemented more aggressive credit and collection policies based on the new customer
protection rules. Bad debt expense as a percentage of operating revenues for First Choice was approximately 1.6 percent for
the seven months of 2004 after June 1%, compared with 1.9 percent for the twelve months ended December 31, 2003. On
average, delinquent accounts receivable were approximately 4.5 percent of monthly operating revenue for the seven months
cndcdoo December 31, 2004, ascomparcdwztha60pczcemdchnqucncyramformctwdvemcnmsendedDmbchl
2003

TNMP

TNMP provides transmission and distribution services within TNMP's Texas service arca at regulated rates to various
retail electric providers that, in turn, provide retail electric service. As of December 31, 2004, 36 retail electric providers
served customers that receive transmission and distribution services from TNMP. First Choice provided electric service to
customers that accountad for approximately 49 percent of the energy delivered by TNMP for the year ended December 31,
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2004. TNMP's next largest customer was 2 non-affiliated retail electric provider that served customers that .ascmmted for
approximately 24 percent of the energy delivered by TNMP during the year ended December 31, 2004,

Senate Bill 7 provides for recovery of stranded costs, which is the difference between the regulatory value of TNMP’s
investnent in generation assets and the market price for energy in & competitive market. On January 22, 2004, TNMP fled
its true-up proceeding with the PUCT. On July 22, 2004, the PUCT issued its decision in TNMP's stranded cost true-up
proceeding in Docket No. 25206. The PUCT decision allows TNMP to recover a true-up balance of $87.3 million of the
$266.5 million that TNMP requested. The $87.3 million is composed of stranded costs of $128.1 million reduced by an
over-recovered fuel balance of $40.8 million

In the third quarter of 2004, TNMP began accruing carrying charges on stranded costs for the period subsequent to the
July 22, 2004 stranded cost order, In accordance with PUCT rules in effect at the time that TNMP filed its true-up
proceeding, TNMP is allowed to accrue and recover carrying charges on the stranded cost balance from the date of the final
ordexr. '

On August 11, 2004, TNMP filed & motion for rehearing of the PUCT decision. On October 7, 2004, the PUCT denied
all of TNMP’s motions for rehearing except for an issue related to a June 2004 Texas Supreme Court ruling that addressed
recovery of carrying charges on recoverable stwanded costs back to January 1, 2002, the date that competition began in
Texas. The hearing was beld in December 2004. In accordance with the June 2004 Texas Supreme Court ruling, and
consistent with the application in the true-up case of another vtlity, TNMP expects to recover $41.7 million of carrying
charges on stranded costs for the period January 1, 2002 through July 21, 2004. Accordingly, TNMP recorded $27.2 million
of carrying charges for the period January 1, 20021hzough3uly21 2004, in the fourth quarter of 2004. In accordance with
provisions within SFAS 92 -~ Regulated Enterprises — Accounting for Phase-In Plans, TNMP was limited in its recognition
for income statement purposes to only the debt related portion of the carrying charges. TNMP was prohibited from income
statement recognition of $14.5 million associated with the equity portion of the carrying charges until the receipt of those
amounts from customers. A final order in the true-up proceeding is expected to be isgued in the second quarter of 2005.

Critical Accounting Policies

The accounting policies that TNP employed in the preparation of the consclidated financial statements are discussed in Note
1. TNP is required to use estimates in order to prepare the consolidated financial statements in accordance with accounting
principles generally accepted in the United States of America. Those estimates include accruals for estimated revenues for
electricity delivered from the latest billing date to the end of the accounting period and estimated purchased power and power
delivery expenses incurred but pot billed at the end of the accounting period. The use of these estimates is customary in the
¢lectric utility industry. Estimated revenuas, purchased power and power delivery expenses are adjusted to the actual amounts
billed or incurred in the following month. In addition, purchased power expenses are subject to adjustment due to revisions that
ERCOT may make to the metered load of First Choice during ERCOT's settlement process. These adjustments may occur
several months afier the actual vsage and the amounts of these adjustments can be significant.

TNPaIsoemplaysmmualawmmungpohmuthmmumuseofjudgmmsmdmmpuonsdzataresub]ectno
uncertainty. The amounts reported in the consolidated financial statements that are related to those critical accounting policies

could be different if either different judgments were made or different assumptions were used. Those critical accounting policies
are discussed below.

Carrying Charges on Stranded Costs. As discussed above, TNMP expects to recover an estimated $41.7 million of
carrying charges on stranded costs for the period January 1, 2002 through July 21, 2004. TNMP recorded $27.2 million of
carrying charges for the period January 1, 2002 through July 21, 2004, in the fourth quarter of 2004, TNMP’s estimate of
allowable carrying charges is based on the Supreme Court ruling, and the PUCT's application of that ruling in a previous true
up case of another utility. A final order in TNMP's true-up proceeding is expected to be issued in the second quarter of
2005. Action taken by the PUCT could affect the ultimate recovery of accrued carrying costs.

Goodwill and Intangible Assets. TNP has goodwill related to the ST Corp. Merger that had a carrying value of $2703
million as of December 31, 2004. As discussed in Note 11, TNP has apportioned the carrying value of the goodwill between its
Regulated Transmission and Distribution segment and First Choice. As of December 31, 2004, TNP had assigned
approximately $178.7 million of goodwill to the Regulated Transmission and Distribution segment and approximatety $§91.6
million to First Choice. :

Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible Assets”™ (SFAS 142) requires
MmMngmwmmnlmmaﬂymdmﬁuqumﬂymmofmmtm TNP performed
its annnal goodwill impairment test as of December 31, 2004, and concluded that the fair vatue of the goodwill related to the ST
Corp. Merger exceeded its carrying value, To determine the fair value of the goodwill, TNP utilized the PNM Resources
proposed acquisition price discussed in Note 2.
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Accounting for Derivatives — Normal Purchases and Sales. In the normal course of business, TNMP and First Choice eater
nto commodity contracts, which include “'swing” components for additional purchases or sales of electricity, in order to mest
customer requirements. Ip most circumstances, such contracts would be defined as derivatives under SFAS 133, “Accounting
for Dexivative Instrumentz and Hedging Activities.” However, the Financial Accounting Standards Board (FASB) has defined
criteria by which option-type and forward contracts for electricity could qualify for the normal purchase and sales-exception
pmvxdedbySFAS 133, as amended by SFAS 149, “Amendments of Statement 133 on Derivative Instruments and Hedging
Activities.” BasedonmcFASB’sgmdancc,memanaguncmofTNMPandFmChomhasdszmedﬁmﬂawm
contracts for electricity qualify for the normal purchases and sales exception Accordingly, TNMP and First Choice do not
account for their respective electricity contracts as derivatives.

IfTIM’anszrstChomewmrequmdtoaccoumford:cumpecuveclmnycommasdmvanvm,dx:fmrvahes of
the contracts would be recorded on the balance sheet as assets or liabilities. Changmmctwﬁnvahaofﬂ:ccontrmwouldbe

recognized in earnings.
Results of Operations
2004 Compared With 2003
Overall Resuldts
For the year ended December 31, 2004, TNP had a loss applicable to common stock of $75.6 mﬂlioncomparedwiﬂx'aloas

applicable to common stock of $40.3 million for the year ended December 31, 2003. The changes in TNP’s earnings for 2004
compared with 2003 are attributable to the factors listed below (in millions):

Earnings’
Increase(Decrease)
2004 v. 2003
Change in First Choice net income (foss) s 43,8
Change in TNMP pet income (loss) (76.5)
Change in TNP Preferred stock dividends (3.3)
All other and intercompany eliminations : 0.7

TNP consolidated earnings decrease s (35.3)

First Choice Results

For the year ended December 31, 2004, First Choice had a net income of $30.5 million, compared with a loss of $133
million for the year ended December 31, 2003. The changes in First Choice’s carnings for 2004 compared with 2003 are
attributable to the factors listed below (in millions):

Earnings |

Increase(Decrease)

2004 v. 2003
Changes in gross profit s 61.9
Other operating and maintenance ' 64
All other (including income tax effects on the items above) - (24.5)
Change in First Choice net income (loss) : s 43.8
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First Choice Gross Profit

The following table summarizes the components of First Choice gross profit {in thousanda),

Increase

. 2004 - 2003 (Decrease)
Operating revenues ’ $544,681 $695300 $ (150,619)
Transxmsamn and distribution costs 161,413 206,996 (45,583)

* Operating revenues, net of .

transmission and distribution costs 383,268 483304 (105,036)
Purchased power and fuel 288,007 451,684 (163,677
Clawback accrual (48) 3,201 (3,249)

Gross profit $ 95305 § 33419 § 613890

Transmission and distribution costs are included in the “Other operating and maintenance” line of TNP's consolidated incame
statement. The clawback accrual is shown on the income statement as “Accrual for payment to TNMP”, The following table
summarizes the components of the change in First Choice’s gross profit for 2004 compared with 2003 (in thousands).

Increase
_(Decrease)
2004 v, 2003
Price variances
Decreased purchased power expenses attributable to lower prices s 34,410
Increase in competitive rates 23,248
Increase in price-to-beat rates, primarily fuel factor increases 10,254
Quantity variances
Decreased purchesed power expenses attributable to lower sales 129,841
Decreased sales to competitive customers, net of transmission
and distribation charges ' {(89,912)
Decreased sales to price-to-beat customers, net of transmission ) -
and distribution charges (42,452)
All other (3,499)
Gross profit increase s 61,890

Gross profit for the year ended December 31, 2004, increased $61.9 million compared with the corresponding 2003 period.
The increase resulted primarily from the decreased purchase power expense and increases to both competitive and price-to-beat
rates.

Revenues from price-to-beat customers, net of transmission and distribution charges, decreased $32.2 million for the year
ended Decamber 31, 2004, compared with the year ended December 31, 2003. The decrease was caused by milder weather
conditions in 2004 compared to 2003, mdadecrascmthemnnberofpncembwcmomers The decrease was partially
offset by the increase of price-to-beat rates.

Revemues from competitive customers, net of transmission and distribution charges, decreased $66.7 millicn for the year
endeqd December 31, 2004, compared with the year ended December 31, 2003. Decreased sales resuiting from milder weather
in 2004 compared to 2003, and the net decrease i custorners were primarily responsible for the decrease in revenue. The
decrease in sales was partially offset by increases in rates of $23.2 million. During 2004, First Chaice charged competitive
customers higher rites to offset increasing natural gas prices. .

Retail electric providers sech as First Choice include 2 transmission and distribution charge in the prices they charge their
customers for electric service. The tiismission and distribution charge is regulated by the PUCT and is designed to allow the
utility that provides transmission and distribution services within a specific service area, referred to as the transmission and
distribution service provider, to recover its cost of service. For the year ended December 31, 2004, First Choice incurred
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u-ansm:smonanddwmh:toncostsrelamdwsalumpncc-to-bestandcompeutwecusmusofsml 4m1ﬂzon.,con:paredwxﬁ;
S2070mﬂhonfordzcyar=ndedDec=mba3! 2003,

Purchased power and fuel expenses decreased $163.7 million for the year ended December 31, 2004, compared with the
amount incurred m the same period m 2003, Decreases in sales accounted for $129.8 ‘million, and decreases in the cost of fusl
were responsible for $34.4 million of the decrease. As energy prices began to increase, First Choice responded by seeking
increases in the price-to-beat fuel factor and by purchasing natral gas hedges to mitigate the risk of increaging natural gus prices,
The current purchase power agreement with Constellation allows First Choice the ability to purchase nature] gas at fixed prices,
thereby locking in the cost of its energy supply.

Other factors affecting the change in gross profit included in All Other are; (1) a reduction to gross profit of 35.6 million-
recorded in 2004 at First Choice for transmission and distribution charges paid by First Choice in excess of amounts billed to
First Choice customers. The difference primarily resuited from impaired dats flows within the ERCOT market in 2002 and
2003, and as a result, First Choice and other retail electric providers had difficulty determining when to transfer ownership of
customers that had gwitched from one retail electric provider to another. This resulted in delays in customer billings. PUCT rules,
which restrict back-billing for consumption prior to 6 months, prevented First Choice from billing scne of those castomers. First
Choice and the other market participants bave been working to correct the impaired data flows and have made considerabie
progress. In December 2004, as a result of improvements in internal processes for estimating the amount of transmission and
distribution charges not billed, First Choice recorded the gross profit reduction, and,; (2) during 2003, First Choice increased
its pre-tax reserve related o a provision of Senate Bill 7, commonly known as the clawback, by $3.2 million, The clawback
provision requires First Choice to credit TNMP with the difference between the price-to-beat and the market price of
electricity during the years 2002 and 2003. First Choice’s clawback liability is addressed through PUCT true-up proceedings
as discussed in Note 3.

Other Operating and Maintenance

For the year ended December 31, 2004, other operating and maintenance expenses decreased $6.4 million compared
. with the same period in 2003, The decrease resulted from lower bad debt expense of $5.4 million and lower marketing
expenses.
TNMP Results

For the year ended December 31, 2004, TNMP had a loss applicable to commen stock of $51.2 million compered with
income applicable to common stock of $25.3 million for the twelve months ended December 31, 2003. The changes in TNMP's
earnings for 2004 compared with 2003 are attributable to the factors listed below (in millions):

Earnings

Increase(Decrease)
2004 v, 2003

Changes in gross profit S o 8.5
Other operating and maintenance ' aG.n
Taxes other than income taxes ‘ D
Carrying charges on regulatory assets 32.0
Extraordinary jtem (net of taxes) (97.8)
All other (including income tax effects on the items above) ’ (14.4)

Change in TNMP net income (loss) s . (76.5)

TNMP Gross Profit
The following table summarizes the components of TNMP's gross profit (in thousands).

Increase
2004 2003 _(Decrease)
Operating revenues . $ 269,665 § 249,488 § 20,177
Purchased power 76,017 67,825 8,192
Transmission expenses 25,339 21,858 3,481
Gross Profit $ 163,309 § 159,805 $ 8,504

Transmission expense is inciuded in the “Other operating and maintenance” line of TNMP's consolidated income statement.
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The following table summarizes the components of the change in TNMP's gross profit fordmywendedDecanbal’ul
2004, compared with the same period in 2003 (in thousands).

Increase (Decrease)
2004 v, 2003

Texas final fue) reconciliation disallowance b 15,698
Customer growth 2,447
Weather related (3,650)
Transmission revenue, net . -(2,878)
Electric service revenues (1,278}
New Mexico purchased power cost recovery (878)
Price/sales mix and ather ‘ 817

" Gross profit increase $ 8,504

Gross profit for the year ended December 31, 2004, increased $8.5 million, or 5.3 percent compared with the
cortresponding 2003 period. The increase is driven by 2 $15.7 million disallowance of fue! and energy-related purchased power
costs that occurred in the final fuel reconciliation in Texas in 2003. The final fue] reconciliation batance was included m the
mndedcomkm—upbalmd:scussedmNomS Additionally, gross profit increased by $2.4 million due to revemues
associated with 2 growth in customers.

Pamauyoﬁemngmeweasummsmﬁtmlowermumaof537mmmnmm&mmﬂdm-thmmrmalweathu
in 2004 compared to 2003, Transmission revemues, net of transmission costs, decreased by $2.9 million in 2004 compared
with 2003 driven primnarily by higber costs from TXU Electric Delivery Company and Lower Colorado River Authority.
Additionaily, electric service revenues decreased by $1.3 million primarily due to fewer customer disconnects m 2004,

Purchased pawer expenses, associsted with TNMP New Mexico operations, increased by $8.2 million in 2004,
compered with the amounts incurred m 2003. Throughout 2003, TNMP recovered all purchased power costs through the fue]
and purchased power cost adjustment clause (FPPCAC) authorized by the NMPRC. The FPPCAC clause temporarily expired
i February 2004 and was reinstated in October 2004, resulting in unrecovered purchased power costs of $0.9 million in

- 2004,

Operating Expenses

For the year ended December 31, 2004, TNMP incurred operating expenses of $201.2 million, an increase of $17.5 million
from the amount incurred during the corresponding period of 2003,

Increases in purchased power and transmission expenses of $11.7 million are discussed above in “TNMP Gross Profir.” The
remaining companents of the changes in operating expenses are discussed below.

Other Operating and Maintenance

Other operating and maintenance expenses increased $3.1 million for the year ended December 31, 2004, compared with
the same period in 2003. The increase is primarily attributable to 2 $3.1 million reduction to operating expenses in Angust
2003 related to the transfer of previously expensed System Benefit Fund costs from expense to a regulatory asset based on a
PUCT rnuling. .

Taxes Other Than Income Taxes

Taxes other than income taxes.increased $1.7 million for the year ended December 31, 2004, compared with the
corresponding 2003 period. The increase is primarily related 10 higher ad valorem taxes.

Carrying Charges on Regulatory Assers

During 2004, TNMP recorded $31.0 million of carrying charges associsted with its stranded costs in Texas. Of that amount,
$27.2 million of carrying charges are related to the period Jaumuary 1, 2002 through July 21, 2004, These charges resulted fom a
June 2004 Texas Supreme Court raling that addressed recovery of carrying charges on recoverable stranded costs back to
January 1, 2002, the date that competition began in Texas. Additionally, TNMP recorded carrying cherges of $1.0 million related
10 other reguiatory assets in Texas and New Mexico. In accordance with provisions within SFAS 92 ~ Regulated Enterprises —
Accounting for Phase-In Plans, TNMP was limited in its recognition for income statement purposes to only the debt related
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portion of the carrying charges, TNMP was prohibited from mcome statzment recognition of $17.1 million associated with the
equity portion of the carrying charges until the actual receipt of those amounts from customers.

Extraordinary Item (net of taxes)

In the second quarter of 2004, TNMP recorded a loss of $97.8 million related to the PUCT true-up proceeding regarding
TNMP’s stranded costs. The PUCT allowed TNMP to recover $87.3 million of the $266.5 million that TNMP requested as
stranded cost. This decision resulted in a loss of $155.2 million before tax ($97.8 miilion after tax). TNMP recorded the
$97.8 million after tax loss as aun extraordinary item in accordance with the requirements of SFAS 101 - Regulated
Enterprises — accounting for the discontinuance of the application of FASB Statement No.71.

TNP Preferred Stock Dividends

" Dividends on preferred stock increased $3.3 million for the year ended December 31, 2004, emi:paredwixhthe
corresponding period in 2003. The increase is attributable to TNP paying dividends an preferred stock through the issuance of
additional shares of preferred stock.
Results of Operations

2003 Compared With 2002

Overall Results

For the year ended December 31, 2003, TNP had a loss applicable to common stock of $40.3 million corpared with income

applicable to common stock of $13.0 million for the year ended December 31, 2002. The changes in TNP's eamings for 2003
compared with 2002 are attributable to the factors listed below (in millicns):

-Earnings
Increase(Decrease)
2003 v. 2002
Change in First Choice net income (loss) s (39.3)
Chagnge in TNMP net income (10.8)
Change m TNP Preferred stock dividends 2.8}
All other and intercompany eliminations ‘ (0.4)

TNP consolidated camings decrease M (53.3)

First Choice Results

For the year ended December 31, 2003, First Choice had a net loss of $13.3 million, compared with net income of $26.0°
million for the yesr ended December 31, 2002. The changes in First Choice’s eamnings for 2003 compared with 2002 are
attributable to the factors listed below (in millions):

- Earnings
Increase(Decrease)
2003 v. 2002
Changes in gross profit L3 (49.5)
Other operating and maintenance (14.4)
All other (including income tax effects on the items above) 24.6

Change in First Choice net mcome (loss) s (39.3)
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First Choice Gross Profit
The following table summarizes the components of First Choice gross profit (in thousands).

Increase

2003 2002 (Decrease)

Operating revenues ' $695300 $505256 § 190,044
Transmission and distribution costs © 206,996 161,671 45325

Operating revenues, net of

transmission and distribution costs 488,304 343,585 144,719
Purchased power and fuel , 451,634 247,963 203,721
Clawback accrual 3,201 12,725 (9,524)
Gross profit $ 33419 § 82,897 § (49478)

Transmission and distribution costs are included in the “Other operating and maintenance™ line of TNP's consolidated
income staternent. The clawback accrual is shown on the income statement as “Accrual for payment to TNMP.” The following
table summarizes the components of the change in First Choice’s gross profit for 2003, compared with 2002 (in thousands).

Increase (Decrease)
2003 v, 2002
Pri . )
Changes in price-to-beat rates, primarily fuel factor increases s 57,392
Changes in competitive rates 41,668
Increased purchased power expenses attributable to higher prices (140,634) -
Quantity variances
Increased sales to competitive customerz, net of transmisgion
and distribution charges 67,917
In¢reased purchased power expenses am'ibutable to higher .
competitive customer sales ' (78,761)
Decreased sales to price-to-beat customers, net of transmission
and distribution charges : (26,207)
Decreased purchased power expenses attributable to lower
price-to-beat sales 11,468
Charges associated with ERCOT settlement of purchased power expense - 4204
Clawback o 9,524
All other ‘ 3,951
" Gross profit decrease 3 (49,478)

Gross profit for the year ended December 31, 2003, decreased $49.5 million compared with the corresponding 2002 period.

Thedem-easemul@dpmnarﬂy&umhxgberp«mhasedpowexpmu pmuyometbymgharevcnwfrmnbmhm-w-
bea.tandcompeunvemm:rs

mmmmwsl.ms.mm,wdmmmm&mmm,mmm
customers increased $31.2 million compared with the year ended December 31, 2002. The ncrease resulted from increases in
the price-to-beat fuel factor during 2003, partially offset by losses of price-to-beat customers during 2003 in response to price
increases, and milder than normal weather in the third quarter of 2003.

Rmmﬁmmmpeﬁﬁvewsmmm.wofmmiadmmdmmhnmmw&mmmmrﬂnyw

-ended December 31, 2003, compared with the year ended December 31, 2002. Changes in rates accounted for $41.7 million
of the increase. During 2003, First Choice charged competitive customers higher rates to offset increasing natural gas prices.
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Theremmnmg$679m111mnmcreasereﬂectsh1gh:rsalmmulungﬁumFxrsthow:sacqmsmonofcustomersmmc
competitive market.

Retzﬂclecu'icpmvidcrssunhasFirstChoicemcludeammissionanddisuﬂmﬁonchargehiﬂlepﬁwﬁmymthek
customers for electric service. The transmission and distribution charge is regulated by the PUCT and is designed to allow the
utility that provides transmission and distribution services within a specific service area, referred to as thé transmission and
distribution service provider, to recover i3 cost of service. For the year ended December 31, 2003, First Choice billed and
incurred transmission and distribution costs related to sales to competitive customers of $103.6 million, compared with $60.1
million for the year ended Decemnber 31, 2002. As noted above, the increase reflects the acquisition of customers in the
competitive market by First Choice,

Price-to-beat-related transmission and distribution revenues and costs were $103.4 million for the year ended December 31,
2003, compared with $101.6 million for the year ended December 31, 2003. The increase is primarily attributable to higher
sales in the first half of 2003 compared with the first half of 2002, partially offset by losses of price-to-beat customers during
2003 in response to price increases, and lower sales due to milder than normal weather in the third quartar of 2003.

Purchased power and fuel expenses increased $203.7 million for the year ended December 31, 2003, compared with the
amount incurred i the same period in 2002. IncreasamdzepneeofnahmlguwmpmzrﬂymponsfoleforSlMSmﬂon

. of the increase. The price increases accelerated in December 2002, and First Choice responded to the increases by sesking

increases in the price-to-beat fuel factor and by purchasing natural gas hedges to mitigate the risk of increasing natiral gas prices.

" First Choice began implementing its strategy in November 2002. AnaddxnonalSé7.3mi]honofthemcmesemprma:ﬂy

attributable to increased purchases of power to supply customers acquired by First Choice in the competitive market.

These increases were partially offset in 2003 by adjustments resulting from the resettlement of 2002 purchased power
expense by ERCOT. Participants in the competitive market experienced fmpaired data flows at the beginning of competition. As
a result, First Choice and other retail electric providers had difficulty determining when to transfer ownership of customers that
had switched from one retail electric provider to another. In addition, the metering data that ERCOT used to determine the
various retail electric providers® electric load during 2002 was not accurate in every case. First Choice and the other market
participants bave been working to correct the impaired data flows and have made considerabie progress. In September 2003,25 2
result of this corrective process, ERCOT adjusted the metered load of First Choice for the period August through December
2002. The adjustment to metered load reduced purchased power expenses by $8.5 mx]hon,mulnngmanztreducuonto
purchased power expense of $4.2 million for the year ended December 31, 2003.

During 2003, First Choice increased its pre-tax reserve related to a provision of Senate Bill 7, commonly known as the
clawback, by $3.2 million. The clawback provision requires First Choice to credit TNMP with the difference between the price-
to-beat and the market price of electricity during the years 2002 and 2003. During 2002, First Choice recorded $12.7 million
related to the clawback liability. Additional details of the clawback are discussed in Note 3.

Other Operating and Maintenance

For the year ended December 31, 2003, ather operating and maintenance expenses increased $14.4 million compared with

- the same period m 2002. ’Ihcmcwascresulwdﬁ'omahxghamavcforuncollscﬁblz accounts receiveble of $7.4 million, and

mcreasedpersonnelandoumdemcescommFmChoxcesmmmmsmcoorgmmmofSGlnnllmn.

MM

For the year ended December 31, 2003, TNMP had income applicable to common stock of $25.3 million compared with
income applicable to cammon stock of $36.1 million for the twelve menths ended December 31, 2002. The changes in TNMP's
earnings for 2003 compared with 2002 are attributable to the factors listed below (in millions):

Earnings
Increase (Decrease)
: _ 2003 v. 2002

Changes in gross profit S (23.7) .
Other operating and maintenance : 11.4
Taxes other than income taxes 33
Interest charges ) (7.1)
All other (including income tax effects on the items above) 53

TNMP consolidated earnings decrease s (10.8)
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TNMP Gross Profit .

The foBowing table summarizes the components of TNMP's gross profit (in thousands).

Increase
2003 2002 (Decrease)
Operating revenues S 249488 § 303,907 § (54,419)
Purchased power and fuel 67,825 100,679 (32,854)
Transmission expenses 21,858 19,691 2,167
Gross profit $ 159,805 § 183,537 § (23,732)

Transmission expense is included in the “Other operating and maintenance” line of TNMP’s consolidated income statement.

The following table summarizes the components of the change in TNMP’s gross profit for the year ended December 31,
2003, compared with the same period in 2002 (in thousands).

Increase (Decrease)
2003 v. 2002
Sales of TNP One output - 2002 $ (18,244)
Texas final fuel reconciliation disallowance i (15,658)
January 2002 bundled rates ) (4,606)
Customer growth : . 2,600
Weather related ‘ - 5963
Electric service revenues 3,084
Price/sales mix and other ' 3,169
Gross profit decrease _ . 5 (23,732)

Gross profit for the year ended December 31, 2003, decreased $23.7 million compared with the corresponding 2002
period. The decrease is attributable to the loss of revemye from the sale of TNP One output, which TNMP sold in October
2002, and a disallowance of fuel and energy-related purchased power costs that occurred in the final fuel reconciliation in
Texas. The final fuel reconciliation is further discussed in Note 3. In addition, 2002 gross profit included revenres from the
" billing of bundied rates in January 2002 that were not present in 2003,

Although retail competition began on January 1, 2002, TNMP's former customers were iransferred to First Choice
following their January 2002 meter reading. As a result, TNMP’s January 2002 revermes include charges for service rendered
through January 2002 meter reading dates at prices that reflect its imegrated operations prior to competition. Beginning in
February 2002, TNMP’s revemues reflected rates desigued to recover its cost of providing transmission and distribution service
under the provisions of Senate Bill 7. Those rates are lower than the rates TNMP charged prior to the beginning of
competition, and resulted in decreased gross profit in the twelve months ended December 31, 2003. The table above quantifies
the impact of changing TNMP's rates to recover its cost of providing only transmission and distribation service.

In the first quarter of 2002, TNMP sold the cutput of TNP One t First Choice at cost, which was 2.5 cents per Kwh.
First Choice used the power to serve its customers' load. Beginning in April 2002, TNMP so0ld the output of TNP One to -
third parties at prices that averaged 2.8 cemts per Kwh, until the sale of TNP One in October 2002. TNMPmdmdpm-m
income of $4.3 million related to third party. sales for the year ended December 31, 2002.

Electric service revemues increased because TNMP provided a greater mmnber of fee-based services to retail electric
providers in the year endad December 31, 2003, compared with the same period in 2002. The fez-based services inctuded
account initiation charges, service call charpes, disconnect/reconnect charges and various metering charges, among others.
Some of the charges for fee-based services that TNMP provided to retail electric providers were included in the bundied rates
TNMP charged its customers prior to competition.

The $3.2 million gross profit increase dum“bedas“pnodsalmmandotbu”forme year ended December 31, 2003,
comparedmthccon-espondmg2002pmod,mprmﬂyam‘bumbletommedrevmuu&omcommercmlmdmdusmal
customers in Texas. A significant portion of those customers’ revenues are calculated baséd upon those customers’ highest
peak demand for electricity in the twelve month period ending in the month that the customers are billed. Customers’ bills
during 2003 were based upon a full twelve months of demand data, but customers’ bills during 2002 were based upon less
" than twelve months of demand data due to the beginning of retail competition in Jannary 2002. As a result, some 2002 bills
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were lower than they normally would be, because the demand data for the summer months of 2001, during which these
‘customers typically have their highest demand, could not be included in the calculation of the customers’ bills.

Purchased power and fuel expenses decreased $32.9 million for the year ended December 31, 2003, compared with the
mmmxmcmredmtnesamepemdmm Expenses in 2002 included fuel costs of $35.5 millicn at TNP One, which was
sold in October 2002.

Operating Expenses
For the year ended December 31, 2003, TNMP incurred operating expenses of $183.7 million, & decrease of $43.6 million
from the amount incurred during the corresponding period of 2002. The primary reason for the decrease was the abgence of the

cperating expenses relatzd to TNP One in 2003 resulting from the sale of TNP One in October 2002. TNMP does not expect
similar decreases in cperating expenses in the future.

OpdaﬁngcxpmsaincludcpmchasedpcwermdﬁxLandumsmiSsioncxpmse. Ihcscmsdecrusedwo.?mﬂﬁbn
for the year ended December 31, 2003, compared with the same periods m 2002.

The deteils in the changes ofpmhasedpowcrandﬁxel, and transmission expense, are discussed above in “TNMP Gross
Profit.” Themnmmngcomponcnts of the changes in operating expenses are discussed below.

Other Operating and Maintenance

Otber operating and maintenance expenses decreased $11.4 million for the year ended December 31, 2003, compared with
the same period in 2002. The decrease is related to operating expenses of TNP One, which was sold in October 2002 and to
TNMP’s establishment of a regulatory asset related to unrecovered System Benefit Fund payments.

Taxes Other Than Income Taxes

Taxes other than income taxes decreased $3.3 million for the year ended December 31, 2003, eompared'wﬁ the .
corresponding 2002 period. The decrease is primarily related to ad valorem taxes on TNP One, which was sold in October 2002,

Interest Expenses

Interest expenses increased $7.1 million for the year ended December 31, 2003, compared to the same period in 2002. The
increase reflects interest on the issuance of TNMP's $250 million of 6.125 percent Senior Notes due 2008 and $3.1 million of
charges associated with the termination of its interest rate swaps upon the issuance of the Semiar Notes in June 2003,

TNP Preferred Stock Dividends

DmdMonpmfexredsnockmcstcdSZ8mﬂhonﬁrﬂ1eyearmdedDecunbchl '2003, compared with the
corresponding period in 2002. ﬁcmmemmbumbkmmpaymgdawdmdsmpt&ndsmkmghﬂwmmof
additional shares of preferred stock.

Liquidity and Capital Resources

TNP's main sources of liquidity, and its ability to service the debt issued to finance the ST Corp. Merger, depend
primearily on the carnings of its subsidiaries, TNMP and First Choice. TNP receives distributions of those earnings i the
form of cash dividends, as well as payments from its subsidiaries under a tax sharing agreement.

Stranded Cost Disallowance. As discussed in Note 3, in the second quarter of 2004 TNMP recorded an extraordinary loss
of 3978m1]honrelawdtothePUCTm-uppmceedmgmgardmgTNWs stranded costs. The loss did not trigger any
covenant violations at TNP or TNMP.

As g result of the extracrdinary charge, TNMP's equity balance was 31.3 percent of its total capitalization at December
31, 2004. Due w the reduction in TNMP's equity balance, including insufficient retained eamnings, management does not
currently:xpect'lNMPtopaydavxdendszNP

Rating Actions. In June 2004, as a result of the PUCT true-up order, Moody’s downgraded TNP’s senior unsecured debt
to Bl from Ba2, TNP's subordinated debt to B2 from Ba3 and TNP’s preferred stock to B3 from Bl. Also in June, Standard

Page 61



& Poor’s placed TNP’s ratings on credit watch negative, primarily as a result of the PUCT true-up order. TNP has no
financial covenants or regulatory restrictions that are affected by the rating actions. .

Following the announcement that PNM Resources had agreed to acquire TNP, Moody's revised its ratings outlook on -
TNP and TNMP to positive from pegative, and Standard & Poor's revised its ratng outlook on TNP and TNMP o
developing from negative. On March 2, 2005, Standard & Poor’s revised its rating outlook on TNP and TNMP to positive
from developing, citing the strong likelihood that the PNM Resources acquisition will receive all required approvals.

The Senior Credit Facility contains various financial covenants with which TNP must comply. In 2004, TNP was
compliant with all covenants.

For the year ended December 31, 2004, TNMP end First Choice paid dividends of $6.0 million and $12.0 million
respectively, to TNP. For the year ended December 31, 2003, TNMP paid dividends to TNP of $29.4 million. For the year:
ended December 31, 2002, TNMP and First Choice paid dividends of $102.3 million and $15.0 million, respectively, to
TNP. TNMP is required to provide notice to the NMPRC prior to paying dividends to TNF.

For the year ended December 31, 2004, TNMP made tax sharing payments of $9.1 million to TNP, and First Choice made
tax sharing payments of $12.3 million to TNP. For the year ended December 31, 2003, TNMP made tax sharing payments
of $15.7 million to TNP, and TNP made tax sharing payments of $1.2 million to First Choice. For the year ended December
31, 2002, FmChmc:mdetaxsharmgpaymemsmTNPofSWjmﬂhonandTNPmadctaxsharmgpaymmofSB:t
million to TNMP.

Notwithstanding the anticipated acquisition by PNM Réom'cu, TNP management intends to continue the payment of
preferred stock dividends in kind,

Managemcnt believes that dividends from Fn‘st Choice, payments under the tax sharing agreement, and cash on hand
should be sufficient to meet TNP’s working capital requirements at least through the end of 2005.

For the year ended December 31, 2004, TNP's cash flow from operations was $56.3 million higher than for the year ended
December 31, 2003. Ihe&cmmwmgthemmemmshﬂowﬁvmopaaumsmmmmmﬂmﬁonmmgmble(m
millions).

Cash Flow
Increase
{Decrease)
. . 2004 v. 2003
Increased cash flow from sales, net of purchased power payments $ 16.9
Decreased cash paid for natural gas options 19.6
Decreased cash paid to suppliers 257
Increased payments for income taxes (3.2)
All other : ’ .7
TNP consolidated cash flow from operations increase 3 563

Cash flow from sales increased due to lower purchased power and higher price-to-beat and competitive rates as discussed in
First Choice Gross Profit. Cashi flow in 2003 was reduced due to the purchase by First Choice of natural gas options as part of a
strategy to mitigate the risk of increasing natural gas prices. Beginning in the third quarter of 2003, First Choice began entering
into natural gas swaps instead of purchasing options a8 discussed in Note 5. 'I'hedec:msedpaymcnmtosupphmmp!mmﬂy
atiributable to decreased transmission and distribution charges, which are addressed in First Choice Gross Profit.

TNMP Liquidity

The main sources of liquidity for TNMP are cash flow from its operations and cash on hand. ’INMPsmhbalancea.sof
December 31, 2004, was approximately $65.8 million. ~

TNMPscashﬂowﬁ'omopemnomformeyearmdedDeccmberﬂ 2004 was $0.1 million Jower than in the year
ended December 31, 2003. Cash flow from sales, net of purchased power costs, for 2004 was $8.9 million lower than
2003 due to lower- sales from milder than normal weather, lower pet ransmission revenues and lower electric service
revenues as discussed in TNMP Gross Profit. Cashpaxdbysupphmwaslowumzmdnemmducedpaymnmdbmﬁm

and lower outside service costs than in 2003. TNMP also paid less income tax in 2004 because of lower taxable tncome than
in 2003.
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Affiliate Guarantee. In October 2003, the NMPRC granted TNMP's request for the authority to extend a portion of the
guarantees that TNMP provided for certain power supply obligations of First Choice. On June 1, 2004, TNMP terminated
this authority to guarantee the power supply obligations of First Choice upon First Choice’s establishment of FCPSP under
authorization grented by the PUCT in Docket No. 29081. FCPSP was established in connection with First Choice’s power
supply agreement with Constellation,

Stranded Cost Disallowance. As discussed in Note 3, in the second quarter of 2004, TNMP recorded ap extraordinary
loss of $97.8 million related to the PUCT true-up proceeding regarding TNMP's stranded costs. The loss did not trigger any
covenant violations at TNMP.

Debt Repurchases. During the first six months of 2004, TNMP repurchased $7.3 million of its §.25 percent Senior Notes
due in 2009 and $1.1 million of its 6.125 percent Senior Notes due in 2008. There were no additiona] debt repurchases in
2004,

Rating Actions. In June 2004, as a result of the PUCT true-up order, Moody's downgraded TNMP to Ba2 from Baa3, and
1dennﬁedthemungsout[ookasnegnnve Also in June, Standard & Poor’s placed TNMP's ratings on credit watch negative,
primarily as a result of the PUCT trus-up order. TNMPhasnoﬁnanmnlcovenantsorreg\ﬂamrymmcnonsthatmaﬁ'ected
by the rating actions. ‘

Following the announcement that PNM Resources had agreed to acquire TNP Enterprises, Moody's revised its ratings
outlook -on TNP and TNMP to positive from negative, and Standard & Poor's revised its rating outlook on TNP and TNMP
to developing from negative. On March 2, 2005, Standard & Poor’s revised its rating cutiook on TNP and TNMP to positive
from developing, citing the strong likelihood that the PNM Resources acquisition will receive all required approvals.

Cash Flow. Management believes that TNMP's cash flow fmmopcranons andcashonhandshmﬂdbe sufficient to meet
TNMP's working capital and credit needs through the end of 2005.

First Choice Liquidity

The main sources of liquidity for First Choice are cash flow from its operations and cash on hand. First Choice’s cash
balance as of December 31, 2004, was approximately $77.0 million.

On October 28, 2003, First Choice and Constellation executed a power supply agreement under which Constellation
supplies First Choice the majority of its power requirements through the end of 2006. Op June 1, 2004, phase three of the
agreement began when First Choice established FCPSP, a bankruptcy remote special purpose entity, to hold all customer
contracts and wholesale power and gas contracts. Constellation received a lien on accounts receivable, customer contracts,
cash, and the equity of FCPSP. The lien provides First Choice with enough credit to purchase power without the need to
deposit cash collateral with Constellation, and resuited in Constellation releasing TNMP £mm its $25 million guarantee.
Pbaseﬂr&ewﬂconhnucmﬁl&wexpmﬂonofﬂ;eagxmmtomDeccmberSl 2006

Cash Flow. First Choice management believes cash flow from operations and cash on hand should be sufficient to moet
working capital and credit requirements at least through December 2005,

Pension Plans. TNP maintains a qualified defined benefit pension plan, retires medical plan, and retiree life insurance
plan that covers it and its subsidiaries' eligible employees. TNP also maintaing an excess benefit plan, which provides
pension benefits in excess of amounts permitted for qualified plans under U.S. tax law to affected participants of the
qualified pension plan.

TNP's retirement plan expense for the qualified pension plan, retirec medical plan, retiree life insurance plan and excess
benefit plan was approximately $3.9 million, $3.1 million, and $2.0 million for 2004, 2003 and 2002, respectively.

Retirement plan expense has been calculated based upon a mumber of actuarial assumptions, including an expected long-
term rate of return on pension plan assets of 7.8 percent for 2004 and 8.5 percent for 2003.

In developing the expected long-term rate of return assumption, TNP evaluated input from its actuary, inciuding a review
of asset class return expectations as well as long-term inflation sssumptions developed by independent consultants and
economists. Projected invesiment returns are based on equity and fixed income indices, ‘which represent broad market
expectations. Based on this input, TNP believes it is reasonable to assume that its pension plnn investment strategy will
generate long-term returns of at least 7.8 percent in 2005 and beyond.
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The expected long-term rate of return on pensxon plan assets is based on an investment strategy that allocates pension
plan assets among equity, Treasury Inflation Protected Securities (TIPS), and money market 2ssets based on a formula
dependent upon the composite price/earnings ratio of the S&P 500 index and the current yield on TIPS, As of December 31,
2004, the plan’s target allocation was 20 percent equity index fund, @ percent TIPS, and 80 percent money market fund.
TINP believes that 7.8 percent is a reasonable long-term rate of return for its pension plan assets based on simulated returns of
the investment strategy over the last 5, 15 and 20 years. The plan’s return on average plar assets during 2004 was
approximately 5.7 percent. TNP will continue to evaluate its acmanal assumptions, including the expected rate of return, at
least ammually, and will make adjustments as necessary.

TNP bases its determination of retirement plan expense on a market-related valuation of assets, which reduces year-to-
year volatility. The market-related valuation recognizes realized and unrealized gains or losses over a five-year period.
Therefore, future asget values will be impacted as previously deferred realized and unrealized gains and losses are
recoguized. Recent investment gains and losses will be recognized in the market-related value of assets over the next five
years.

The discount rate that TNP utilizes fd determining its benefit obligations and retirement plan expense is based on a
review of long-term corporate bonds. The Moody’s Aa index as of December 31 has been used to establish the discount rate.
The discount rate determined on this basis decreased from 6.0 percent at December 31, 2003t0575perceutatDecembcr3l
2004.

The value of qualified pension plan assets has decreased from $85.1 million at December 31, 2003 to $82.4 million at
Desember 31, 2004, primarily due to payments to beneficiaries. The decline in value and declining discount rates have
reduced the funded status (the difference between plan assets and projected benefit obligation) for the qualified pension plan
and excess benefit plan from ($0.2) million at December 31, 2003 to (52.5) million at December 31, 2004.

TNP Capital Resources

As of December 31, 2004, TNP's common equity, preferred stock and long-term debt ratios were (3.1) percent, 19.6
percent and 83.5 percent, respectively, compared to common equity, preferred stock and long-term debt ratios of 5.1 percent,
15.8 percent and 79.1 percent as of December 31, 2003, respectively. The changes in capital ratios reflect the extraordinary
loss discussed in Note 3 regarding the PUCT"s decision in TNMP's stranded cost true-up proceeding in Docket No. 29206.

TNP's capital requirements through 2009 are projected to be as follows (amounts in millions):

2005 2006 2607 2008 2009
Senior Credit Facility maturities (see Note 9) $ 11 $ 1097 S - S - s -
First Choice capital expenditures 1.0 1.0 1.0 1.0 1.1
TNMP 6.125 percent Senior Notes due 2008 (see Note §) - - - 248.9 -
TNMP 6.25 percent Senior Notes due 2009 (see Note 9) - - - - 167.7
TNMP capital expenditures 37.8 339 344 - 34.8 35.3
Total capital requirements S 399 S 146 $ 354 § 2847 § 2041
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Aggregate Contractual Obligations

The table below presents the aggregate contractual obligations of TNP, TNMP and First Choice as of December 31, 2004 -
(amounts m millions): )

Payments due in
Less than 1-3 35 More than
_ Total 1 Year Years Years § years
Long-term debt (See Note 9) $ 8024 § 1.1 $ 109.7. § 416.6 $ 275.0
Redeemable cumulative preferred stock (See Note 9) 187.9 - - - 187.9
Obligations under purchased power agreements (See Note 12) 482.6 255.7 226.9 - -
Total ‘ $ 14729 § 2563 S5 3366 § 4166 § 4629
Off-Balance Sheet Arrangements

TNMP guaranteed First Choice's borrowings and issuances of letters of credit under the TNMP/First Chokce Credit
Facility until its expiration in October 2003. In October 2003, the NMPRC granted TNMP’s request for the authority to
extend a portion of the guaramtees that TNMP provided for certain power supply obligations of First Choice. On June 1,
2004, TNMP terminated this authority to guarantee the power supply obligations of First Choice upon First Choice's
establishment of FCPSP as a part of First Choice’s power supply agreement with Consteilation as discussed in Note 12. ‘
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

TNP's, TNMP's and First Choice’s use of market risk sensitive instruments for trading purposes is minimal and does not
have 3 material impact on any of the companies’ financial condition or resuits of operations.

Commaodity Prices

First Choice assumed the energy supply activities of TNMP in Texas on January 1, 2002. The competitive market
created under the provisions of Senate Bill 7 contains no provisions for the specific recovery of fuel and purchased power
costs, although First Choice can request that the PUCT change the price-to-beat twice a year to recognize changes in natural
ges prices. Also, as discuased in Note 3, GOdaysfouomngtheusuanceofaﬁnalmndedcostmw—uporder TNMP is
required to make a rate review filing. Under the Texas acquisition settlemnent agreement described in Note 2, shonly before
the PUCT"s order in TNMP’s 60-day rate case becomes final the PUCT will adjust First Choice’s fuel factor portion of the
price-to-beat downward if nataral gas prices are below the prices embedded in the then~current factor. As a result of these
competitive market conditions, changes in the market prices of fuel and purchased power will affect First Choice's operating
results. To manage this risk, First Choice has established a strategy to mitigate the effects of changing prices.

'Strategy for Mitigating Fluctuation in Costs of Energy Supply. In 2003, First Choice and Constellation executed a three-
year power supply agreement that resulted in Constellation being the primary supplier of power for First Choice's customers,
both price-to-beat and competitive. The Constellation agreement allows First Choice to exscute a risk management policy
that establishes limits upon the amount of risk. that First Choice may assume. First Choice’s basic strategy is to minimize its
exposure to fluctuations in market energy prices by matching fixed price sales contracts with fixed price supply. In addition,
First Choice can use its ability to change the price-to-beat. fie]l factor to mitigate fluctuations in the cost of its price-to-beat
energy supply and use various financial instruments to hedge against the risk of adverse changes in nanrral gas prices.

Benefits Provided by Constellation agreement. As part of the agreement, and as discussed m Note 12, First Choice
gramied a security interest in its accounts receivable to Constellation, which bas provided First Choice with sufficient credit
for its operations. As a result, First Choice has secured supply 1o serve all of its forecasted cominitments to existing price-to-
beat and competitive customers through 2006. First Choice has secured fixed price supply for fixed price sales contracts for
approximately 86 percent of its competitive {oad through 2006, For the remaining competitive load, First Choice has secured
supply at rates that fluctuate with natural gas prices. First Choice has the ability, on 45 days notice, to change the rate billed
to these competitive customers. First Choice has locked in prices for price-to-beat customers’ supply through May 2005, and
has secured the remaining supply to serve its forecasted commitments to price-to-beat customers through 2006 at prices that
currently vary with monthly natural gas prices. To mitigate the risk of changes to monthly natural gas prices, First Choice has
thenbxl.xtyno file with the PUCT to change the price-to-beat twice each year, mthnevzntofsxgmﬁmxchangesmnammlgas
prices, or use finsncial instruments, as discussed previously.

Load Forecasting Risks. First Choice’s Joad fluctuates continuously due to among other things, customer additions and
losses, changes in customers’ usage, severs or unexpected weather and timing of customer switching. First Choice
continually monitors and revises its load forecast to account for changing customer loads (both price-to-beat and,
competitive). First Choice develops short-term load forecests to identify short-term load surpluses and shortages, and to
insure that hedges are in place to cover expected sales. To the extent these short-term load forecasts identify shortages, First
Choice covers shortages through short-term power purchases or through purchases on the ERCOT balancing market.

The powcr supply agreement with Consteliation resulted in Constellation sssuming weather related risks. First Choice
retained the risks associated with customer mmmn.

Risk Oversight

First Choice manages market, credit and operational risk within the limits established by senior management and the
board of directors and in accordance with First Choice’s risk management policies. TNP has a corporate risk management
organization which monitors and reports compliance with risk limits defined in First Choice’s Risk Management Policy, Key
risk coptro] activities include, but are not limited to, credit review and approval, validation of transactions, portfolio
valuation and periodic reporting inchiding mark-to-market valuation, earnings et risk valuation and other risk measurements.
Presented below are measures of First Choice’s Earnings at Risk for the period December 31, 2004 and 2003.

Portfolio Earnings at Risk (EaR) — EaR measures the estimated potential loss ofacpecwdmmgsbefore interest, taxes

and depreciation, for the immediately upcoming 12 month period due to changes in market conditions. The calculated loss
assumes a 95% confidence interval.

(Iz millions of §)
December 31, 2604  December 31, 2003
EaR S 103 S 10.3

Page. 66
30



Interest Rates

TNP manages exposure to interest rate risk through the proportion of fixed rate debt to variable rate debt in its total debt
portfolio and through variable rate interest income on cash balances. To manage this mix, TNP may enter into interest rate
hedges that allow interest rates on variable rate debt to move only within specified ﬂoorandccﬂmg levels, or allow TNP o
eﬁ'ectrvely convert variable rate debt to fixed rates.

TNP’s ratio of fixed rate debt to total debt was 86 percent at both December 31, 2004 and December 31, 2003. As of
December 31, 2003, TNP had an open swap transaction designed to manage interest rate risk. associated with the Senior
Credit Facility. The notional amount of the swap was §70 million, and, under the terms of the swap, TNP paid a fixed rate of
approximately 2.5 percent and received varisble rates. Including the effects of the swap, TNP’s ratio of fixed rate debt to
total debt was effectively 95 percent at December 31, 2003. The swap expired im October 2004. While TNP is exposed to
additiona} interest rate risk due to the expiration of swaps, it has an offsetting position due to cash on heand as a result of

. various financings in 2003. As of December 31, 2004, TNP’s consolidated cash balance was approximately $150.3 million,
a significant portion of which was invested in variable rate, short-term securities.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF REGISTERED INDEPENDENT PUBLIC ACCOUNTING FIRM

To the Sharsholder and Board of Directors of TNP Enterprises, Inc.:

We have audited the accompanying consolidated balance aheets and consolidated statements of cepitalization of TNP
Enterprises, Inc. and subsidiaries (the Company) as of December 31, 2004 and 2003, end the related consolidated statements
of income (lcss), cash flows and common sharcholders' equity for each of the three years in the period ended December 31,
2004. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our andits,

We conducted our andits in accordance with the standards of the Public Company Accounting Oversight Board (United
Statts). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement An audit mcludes consideration of internal control over financial
reporting as a basis for designing audit procedures that ere appropriate i the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts and disclogures in
the financial statements, assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We belicve that our audits provide a reasonable basis for our opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of TNP Enterprises, Inc. and subsidiaries at December 31, 2004 and 2003, and the results of their operations and
their cash flows for each of the three years in the period ended December 31, 2004, in conformity with accounting principles
generally accepted in the United States-of America.

As discussed in Note 4 to the consolidated financial statements, the Company changed its method of accounting for
redeemable cumulative preferred stock and goodwill 2003 and 2002, respectively.
DELOCITTE & TOUCHE LLP

Dallas, Texas
March 8, 2005
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TNP ENTERPRISES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME (L.OSS)

For the Years Ended December 31,
2004 2003 2002
(In thousands)

OPERATING REVENUES § 718880 S 835493 § 687371
OPERATING EXPENSES: '

Purchased power and fuel 364,024 519,509 334,508

Other operating and maintenance 186,419 219,009 168,411

Accual for payment to TNMP (Note 3) {48) 3,201 12,725

Depreciation and amortization 30,103 28,936 27,811

Credit for recavery of stranded plant - - (733)

Taxes other than income taxes ) 29,166 28,566 31,528

Total operating expenses 609,664 799,221 574,250

OPERATING INCOME 109,216 36,272 113,121
INTEREST CHARGES AND OTHER INCOME

AND DEDUCTIONS

Interest on long-term debt 62,157 59,654 53,509

Other interest and amortization of debt-related costs 5,050 8,231 5815

Dividends on preferred stock and other (Note 4) 25,339 - -

Carrying charges on regulatory assets (Note 3) (32,006) - -

Other income and deductions, net (1,874) (2,151) 2,057

Total 58,666 65,734 61,781

INCOME, (LOSS) BEFORE INCOME TAXES 50,550 (29,462) 51,340

Income tax expenses (benefits) 28317 (11,269) 19,105
INCOME (LOSS) BEFORE EXTRAORDINARY ITEM 22233 . (18,193) 32,235
Extracrdinary item - disallowance of stranded costs, net
of taxes (Note 3) ) (97,836) - -
NET INCOME (LOSS) ) . (75,603) (18,193) 32,235
Dividends on preferred-stock and other (Notc 4) - 22,086 19,260

INCOME (LOSS) APPLICABLE TO COMMON STOCK $ (75603) S (40279) § 12,978

The accompanying notes are an integral part of these consolidated financial statements.

Page 69
33



TNP ENTERPRISES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended Docemaber 31,
2004 2603 2962
{In thousands)
CASH FLOWS FROM OPERATING ACTIVITIES: ,
Cash reczived from sales to customers H 706,152 § 813207 § 583,38S
Purchated pawer s0d facl costs paid (367,392) (491,309) (336,050)
Nstural gas option premiums paid - (19,642) -
Casbh paid for payroll and o other supphiers (158,236) (183,912) (132,683) -
Interest paid, net of smounts capitalized (62,805) (61,616) (55,438)
Income taxes recetved (paid) (1,832) 1,390 (2.978)
Other taxes paid (28,745) (26,971) (36,224)
Other operating cash receipts and payments, nst 1,564 1,207 §
NET CASH PROVIDED BY OPERATING ACTIVITIES 33,706 32,358 20,07%
CASH FLOWS FROM INVESTING ACTIVITIES: : .
Additions to utility plant } (44,963) (42,005) (39,783)
Ofther investing activities (566) @519 -
Sale of TNP One ) . - 117,545
NET CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES {45,529) (44,524) 77,762
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuances:
TNMP seniar notes, net of discount .- 248,923 -
TNP sewior socured credit facilicy - 112,500 -
Financing and redemption costs (1,119) ©(5,296) T (557
TNMP senior notes (8,375) - -
TNP senior secured credit facility (1,125 (563)
TNPtermlosn - (71,300 (85.500)
Repayments to TNMP/First Choice credit facility - net - (171,000} (3,000)
Othry . . - (5,839)
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES ) (10.519) 113,264 (95,296)
NET CHANGE IN CASB AND CASH EQUIVALENTS : 32,558 101,098 2,545
CASH AND CASH EQUIVALENTS AT BEGINNING QF PERIOD 117,788 16,690 14,145
CASH AND CASH EQUIVALENTS AT END OF FERICD s 15034 § 117,78 3 16,690
RECONCILIATION OF NET INCOME (LOSS) TO NET
CASH PROVIDED BY OPERATING ACTIVITIES: .
Net incomo (loss) 3 (75,603) S (18,133} § 32238
Adjustroents to reconcie net moome (loss) 0 net cash provided by .
opersting activitios:
Extraordinary item - disallowance of stranded costs, net of iaxes 97836 - -
Accrued dividends on preferred stock and other 25339 - -
Accrual for pryment to TNMP . (48) 3,201 12,725
Depreciation and smortization : 30,103 28,936 27,811
Credit for Texas system bepefit fund regulatory asset - (3.716) .
Credit for recovery of strandad plant - - (133)
Amortizstion of debt- nhbdmndmdcfmedw 4432 7281 4,782
Carrying charges on regulsiory asscts ' (32,006) - -
Allowancs for finda used during coustruction (754) (939) (519)
Deferred imcome trxes 43,169 (190) 19,330
Investment tax credits 22 (453) (2,533)
Defered purchased power and fuel costs (s11) 18,373 13,523
Cash flows tmpacted by changes in assets and Habilitics:
Accounts receivable 22,008 : (603) (84,247)
Accounts paysbie 9,519 12,867 8,386
Accrued interest ' (208) 2,573 (1,133)
Accrued taxes - (14,151) .29 (9.518)
Chenges in other current asseqs and liabilities ' 1,608 (1,584} (3,102)
Interest rate lock cn issuance of senjor notes - (4,162) -
Otbex, net ' (1267) (3,305) 3.672
NET CASH PROVIDED BY OPERATING ACTIVITIES o ] 38 706 } ] 32358 S 20579
The accompanying hotes are xn integral part of these consolidatad finaocial statements. Page 70
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TNP ENTERPRISES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SBEETS

December 31,
2004 2003
{(In thousands)
ASSETS
CURRENT ASSETS: )
Cash and cash equivaleats s 150,346 s 117,788
Special deposits 3,086 . 2520
Accounts receivable, net 72,979 94,987
Federal income tax refond 24,792 -
Materials and supplies, at lower of cost or market 1,505 1,082
Gas hedges - 6,237 .
Other current assets 5,650 2,914
Total current assets 258,358 225 528
UTILITY PLANT:
Electric plant 696,808 642,732
Construction work in progress 4,261 13,666
Total 701,069 636,398
Less accumulated depreciation 122,566 94,974
Net utllity plant . 578503 561,424
LONG-TERM AND OTHER ASSETS:
Other property and investments, at cost 1273 1273
Goodwill . 270,256 270,256
Recoverable stranded costa 135,446 298,651
Regulatory tax agsets 2,434 1,685
Deferted charges 45,617 49,956
Total long-term and other assets 455,076 621,821
§ 1391937 S 1488773
LIABILITTES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Current manrrities of long-term debn s 1,125 H 1,128
Accounts psyable 46,783. 57.379...
Accrued interest 15,071 15,279
Accrued taxas 17,395 6,754
Accrued payroll and benefits 1,664 5,367
Customers’ deposits 8,435 6,342
Gas hedges 6,177 -
Other current liabilities 5279 5,689
Total current Habllities 101,929 97,935
LONG-TERM AND OTHER LIABILITIES: .
Defietred purchased power and fuel costs - 40,844
Accunlsted deferred income taxes 121,048 136,882
Accumnisted deferred investment tax credits 2,326 18,459
Reguistory liability-scerued cost of removal 40,729 38,218
Deferred credits and other lishilities 67,450 52,283
Long-term debt; less current maturities 800,256 809,439
Redesmable cumnlative preferred stock 137,873 162,538
Total leng-term and other liabilities 1,219,687 1,258,663
COMMON SHAREHOLDER'S EQUITY
Common sharehiolder’s equity:
Common stock, no par value per share
Authorized 1,000,000 shares; issued 100 shares 100,000 100,000
Accumulated deficit , (124,095) (48,493)
Accumulated other comprehensive loss (5,584) 668
Total commeon sharsholder's equity (deficit) (29,679) 52,175
COMMITMENTS AND CONTINGENCIES (Note 12) .
’ $ 1.291.937 s 1488773
Toe accompanying notes are zn integral part of these consolidated financial statements. Page 71
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TNP ENTERPRISES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CAPITALIZATION

December 31,
2004 2003
(n thousands)
LONG-TERM DEBT
SENIOR NOTES
TNMP 6.125% due 2008 H 248,935 s 250,000
TNMP 6.25% due 2009 167,690 175,000
TNP 10.25% due 2010 275,000 275,000
TNMP umamortized discount : (1,057) (1,374)
CREDIT FACILITIES
TNP senior secured credit facility due 2006 110,813 111,938
Total long-term debt . 801,381 810,564
Less current maturities ‘ (1,125) (1,125)
Total long-term debt, less current maturities 300,256 809,439
PREFERRED STOCK
Senior Redeemable cumulative preferred stock of TNP with no par value
Authorized shares - 2,000,000
Redemption
- price 2t TNP's Outstanding shares
. gotion 2004 2003
Senior redesmable including accrued dividends
14.50%  §1,145 183,948 159,918 187,878 162,538
Total redeermable cumniative preferred stock 187,878 162,538
OMM( ; (2) Ei -
-Common stock with 0o par value per share
Authorized shares - 1,000,000
Outstanding shares - 100 160,000 100,000
Accumulated deficit - (124,09%) (48,493)
Accurmsiated other comprehensive loss . (5,584) 6568
Total common sharehaolder's equity {deficit) (29,679) 52,175
TOTAL CAPITALIZATION : S 958 455 S 1,024,152
The accompanying notes are an integral part of these consolidated financial statements.
Page 72
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TNP ENTERPRISES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMMON SEAREHOLDERS' EQUITY

Common Shnh»idm’ Bquity

Accumulated

Other
Conmmon Stock Accumulated Conmprehensive
Shares Amount Deflcit Income (Loss) Total
(Dollars in thousands)

YEAR ENDED DECEMBER 31, 2002 ’
Balance at January |, 2002 100 s 160,000 3§ (1,189) S - H 78,811
Net income ' . - 32,235 - 32,235

Other comprehensive income, pet of tax
Interest rate hedge - - - (1,703) _(1,703)
Comprehensive income - - 32,235 (1,703) 30,532
Dividends on preferred stock - - (18,822) - : (18,822
Preferred stock discount and aecretion . - - (438) L (438)
Balance st December 31, 2002 100 160,000 (8,214) (1,703). 90,083

YEAR ENDED DECEMBER 31, 2003

Compreheasive income (loss)
Net Joss - - (18,193) - (18,193)
Other comprehensive income, net of tax -
Gus hedge 3,344 3,344
Interest rate hedge ) - - - (973) (973)
Comprebensive income (loss) . . (18,193) 2,371 (15.822)
Dividends on proferred stock - - (21,648) (21,648)
Preferred stock discount and accretion - - (438) - 438)
Balance at December 31, 2003 100 100,000 (48,493) 668 . 82,178

YEAR ENDED DECEMBER 31, 2004

Comprehensive income (loss) .
Net loss - - - (75.603) - (75,603)
Other comprebensive income, net of tax
Gas hedge - . - . - . 7,187 (7,167)
Interest rate hedge ) - - - 915 __ 5
Compreheasive income (loss) - - (75,603) (6252) ‘(81,855)
Balanscs at Decerber 31, 2004 100 3 100,600 [] (1240%) § (5,584) § (29,679)

The accompanying notes are zn imtegral part of these consolidated financial siatements.
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TNP ENTERPRISES, INC. AND SUBSIDIARIES
Notes to Consolidated Finaneial Statements

Note 1. Summary of Significant Accounting Policies

General Information. The cc;nsohdatcd financial statements of TNP and subsidiaries include the accounts of TNP and its
wholly owned subsidiaries, TNMP and First Choice. All mtcrcompany transactions and balances have been eliminated in
consolidation,

Effective January 1, 2002, retail competition began in Texas under the provisions of Senate Bill 7. Prior to January 1,
2002, TNMP operated as an integrated electric utility in Texas. In accordance with Senate Bill 7 and in compliance with a
plan approved by the PUCT, TNMP separated its Texas utility operations into three components:

e Retail Sales Activities. First Choice assumed the activities related to the sale of electricity to retail customers in
Texas. On January 1, 2002, TNMP's customers automatically became customers of First Choice, unless they chose
a different retail electric provider. The rates that First Choice charges for its services are not regulated, with the
exception of the price-to-beat, a regulated price that First Choice must offer to certain former customers of TNMP.

e Power Transmission and Distribution. TNMP continues to operate its regulated transmission and distribution
business in Texas,

o Power Generation. TGC became the unreguiated entity performing TNMP’s generation activities in Texas. In
October 2002, TNMP and TGC sold TNP One to Sempra Energy Resources. As a result of the sale, TGC neither
owns property nor engages in any operating activities, Neither TNMP nor any of its affiliates are currently in the
power generation business.

TNMP is a regulated utility operating in Texas and New Mexico. In Texas, TNMP is engaged solely in the transmission
and distribution of electricity, In New Mexico, TNMP provides integrated electricity services under traditional cost-of-
service regulation. Those services include transmitting, distributing, and selling electricity to New Mexico customers.
Traditional cost-of-service regulation is a method of regulation that sets rates that TNMP can charge to its electricity
customers based upon TNMP's cost of providing that service. The cost of providing that service includes a return on the
capital TNMP has invested and dedicated to providing electric service.

TNMP is subject to PUCT and NMPRC regulation. Some of TNMP’s activities, including the issuance of securities, are
subject to FERC regulation, and its accounting records are maintained in accordance with FERC's Uniform System of
Accounts.

The use of estimates is required to prepare TNP’s consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America. Management believes that estimates are essential and will not
materially differ from actual results. However, adjustments may be necessary in the future to the extent that future estimates
or actual results are different from the estimates used in the 2004 financial statements.

Accounting for the Effects of Regulation. TNMP applies the provisions of SFAS No. 71, “Accounting for the Effects of

Certain Types of Regulation,” (SFAS 71), to its transmission and distribution operations in Texas and New Mexico. TNMP -

discontinued the application of SFAS 71 to the generation/power supply portions of its operations in Texas as a result of the
passage of Senate Bill 7,

Utility Plant. TNMP's utility plant is stated at the histarical cost of construction, which includes labor, materials, indirect
charges for such items as engineering and administrative costs, and Allowance for Funds Used During Construction
(AFUDC) or capitalized interest. Property repeirs and replacement of minor items are charged to operating expenses, while
replacements of units of property are capitalized to utility plant.

AFUDC is a non-cash item designed to enable a utility to capitalize financing costs during periods of construction of .

propesty subject to rate regulation. Established regulatory practices enable TNMP to recover these costs from customers.
The composite rate used for AFUDC was 8.0 percent in 2004, 7.3 percent in 2003, and 7.9 percent in 2002. AFUDC is
applied to construction expenditures for the portion of its business that is accounted for under SFAS 71.

The costs of depreciable units of plant retired or disposed of in the normal course of business are eliminated from utility
plant accounts and such costs plus removal expenses less salvage are charged to accumulated depreciation. When complete
opaanngumtsarcdlsposedof,appmpnamadjusnncnmmmadcmaccmnmmddqmcmnun,mdmcmmmggmm
- losses, if any, are recognized.
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Depreciation is provided on a straight-line method based on the estimated lives of the properties as indicated by periodic
depreciation studies. A portion of depreciation of transportation equipment used in construction is charged to utility plant
accounts in accordance with the equipment’s use. Depreciation as a percentage of average depraciable cost was 3.6 percent,
3.7 percent, and 3.7 percent in 2004, 2003, and 2002, respectively.

Cash Equivalents. Investments in highty liquid debt instruments with maturities of three moaths or less when purchased
are considered cash equivalents.

Customer Receivables and Operating Revenues. TNMP and First Choice accrue estmated revenues for electricity
delivered from the latest billing date to the end of the accounting period. Prior to February 2002, TNMP, under a factoring
arrangement with an unaffiliated company, sold its customer receivables on a nonrecourse basis. Amounts estimated to have
been delivered, but remaining unbilled, were also sold in connection with this agreement. The factoring arrangement was
terminated in February 2002.

As of December 31, 2004, First Choice accounts receivable of approximately $54.5 million, which are classified as
accounts receivable in the TNP balance sheet, have been pledged as collateral to Copstetlation in connection with a power
supply agreement that was executed during the fourth quarter of 2003. The power supply agreement is described in Note 12.

Purchased Power and Fuel Costs. Effective January 1, 2002, First Choice assumed the energy supply activities related to
the sale of electricity to retail customers in Texas, Seaate Bill 7 created a competitive retail electricity market in Texas and
contains no provisions for the specific recovery of fuel and purchaged power costs, although First Choice can request that the
PUCT change the price-to-beat twics a year to recognize changes in natural gas prices.

In New Mexico, TNMP is allowed to recover all purchased power costs through the FPPCAC authorized by the
NMPRC, The FPPCAC changes monthly to reflect over-collections or under-collections of purchased power costs. As
discussed in Note 3, the FPPCAC temporarily expired in February 2004 but was reinstated in October 2004.

Deferred Charges. Costs incurred in issuing Jong-term debt are deferred and amortized on a straight-line basis over the
lives of the respective issues. Included in deferred charges are other assets that are expected to benefit future periods and
certain costs that are deferred for ratemaking purposes and amortized over periods allowed by regulatory authorities.

Income Taxes. TNP files a consolidated federal income tax return that includes the consolidated operations of its
subsidiaries, First Choice and TNMP. Investment Tax Credit (ITC) amounts utilized in the federal income tax return are
generally deferred and amortized to earnings ratably over the estimated service lives of the related asgets,

Other Comprehensive Income. Other Comprehensive Income includes unrealized gains and losses related to derivative
transactions designated as cash flow hedges and minimum pension liabilities recorded under the provisions of SFAS No. 87,
“Employers Accounting for Pensions.”

Details rega.rdmg the components of Other Comprehensive Income (Loss) are discussed in Note 5.

Denvatzve Instruments. TNP, TNMP and First Choice may enter into derivative instruments, inciuding options and
swaps, to manage risks related to changes in interest retes and commodity prices. TNP, TNMP and First Choice record
derivatives on the balance sheet at their fair value, Changes in the fair value of derivatives are recorded i tamings or other
comprehensive income depending upon the use of the derivative and whether the derivative qualifies for hedge accounting.

Other Property and Investments. In December 2002, TNP recorded a $2.5 million pre-tax loss related to the write-off of
TNP’s entire investment in a company involved in fuel cell research and development.

Accounting for Goodwill and Other Intangible Assets. TNP adopted SFAS No. 142, “Goodwill and Other Intangible Assets,”
on Japuary 1, 2002. SFAS 142 requires that goodwill no longer be amortized to earnings, but instead be reviewed periodically
for impairment. TNP stopped amortizing goodwill upon adoption of SFAS 142. SFAS 142 requires TNP to test goodwill for

- impairment at least annually and more frequently when indicators of impairment exist. TNP performed its ammual goodwill

Impairment est as of December 31, 2004, and concluded that the fair value of the goodwill related to the ST Corp. Merger
excesded its carrying value. To determine the fair value of the goodwill, TNP utilized the PNM Resaurces proposed acquisition
price discussed in Note 2.

Fair Values of Financial Instruments. Fair values of cash equivalents and customer receivables approximated the
carrying amounts because of the short maturities of those instruments. '
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The estimated fair values of long-term debt and preferred stock were based on quoted market prices of the same or
similar issues. The estimated fair values of TNP’s financial instruments are as follows:

December 31, 2004 * December 31, 2003
Carrying Fair Carrying Fair
Amount Value Amount Value
(In thousands)
Capitalization and Liabilities
Long-term debt $ 802439 $§ 834366 $ 811938 § 848378
Preferred stock 187,878 214,299 162,538 182,307

Reclassification. Certain itemns in 2002 and 2003 were reclassified to conform to the 2004 presentation.

Note 2. Propesed PNM Resources, Inc., Acquisition of TNP Enterprises, Inc.

On July 24, 2004, SW Acquisition, L.P., the sole holder of TNP common stock, entered into an agreement (Stock
Purchase Agreement) to sell all of the outstanding common stock of TNP to PNM Resources, Inc. (PNM Resources) for
approximately $189 million comprised of equal amounts of PNM Resources common stock and cash. PNM Resources will
also assume approximately $835 million of TNP’s net debt and senior redesmable cumulative preferred stock (preferred
securities).

Under the terms of the agreement, TNP's common shareholder will receive consideration, consisting of approximately
4.7 million newly issued PNM Resources shares and the remainder being paid in cash, subject to closing adjustments. PNM
Resources shares were valued at $20.20 on the date the agreement was entered into. The final sale price will be based on the
share price on the day of closing. PNM Resources shares closed at $26.24 on February 28, 2005. The existing indebtedness
and preferred securities at TNP will be retired.  All debt at TNMP, TNP's wholly-ownsd electric utility subsidiary, will
remain outstanding. ‘

Based on the number of common shares cutstanding on a fully diluted basis and taking into account additional equity
issuances, following the transaction, PNM Resources’ shareholders would own 94 percent of PNM Resources’ common
equity, and TNP's shareholders would own approximately § percent.

The transaction is subject to certain conditions, including, to the extent they are required, receipt of necessary orders or
other actions by the Public Utility Commission of Texas (PUCT), the New Mexico Public Regulation Commission
(NMPRC), the Federal Edergy Regulatory Commission (FERC), the Securities and Exchange Commission (SEC) and
clearance under applicable federal anti-trust statutes. Information regarding the approval status in each jurisdiction is as
follows:

Texas. On September 9, 2004, TNMP and PNM Resources filed a joint application with the PUCT secking a finding that
the acquisition is consistent with the public interest. Various parties intervened in the procesding. In February 2005, TNMP
and PNM Resources filed a stipulation settling a aumber of issues including rate reductions by TNMP, timing of the 60-day
rate review, extension of certain service quality commitments currently in effect, a synergy savings rate credit to be effective
after closing and a finding that the acquisition is consistent with the public interest. Various parties, including the staff of the
PUCT, cxecuted the stipulation and all parties agreed not to oppose its approval. . Management expects the PUCT to find the
acquisition to be consistent with the public interest and implement the stipulation no later than April 2005. See Note 3 ~
Regulatory Matters - Texas for additional information associated with the settlement,

New Mexico. On September 9, 2004, TNMP and PNM Resources filed a joint application with the NMPRC seeking
approval of the acquisition. Various parties intervened in the proceeding. In February 2005, TNMP and PNM Resources
filed a stipulation settling all issues in the acquisition docket including rate reductions by TNMP over five years, the sharing
of synergy savings with customers of TNMP and various PNM Resources subsidiaries, and the agreement of the parties that
the acquisition should be approved. Management expects that the NMPRC will approve the acquisition settlement in the
second quarter of 2005. See Note 3 — Regulatory Matters — New Mexico for additional information associated with the
settlement.

FERC. On December 23, 2004, TNMP and PNM Resources filed & joint application requesting approval of the
acquisition. On January 28§, 2005, El Paso Electric Company (EPE) filed a protest to the acquisition stating that' EPE needed
more information on competitive issues before the application could be approved. Xcel Energy also filed 2 motion to
intervene in the matter but did not protest approval of the transaction. On March 2, 2005, FERC issued an order, rejecting
EPE’s protest and approving the acquisition.
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SEC. During the second quarter of 20035, TNchpectsthmPNMRmom:swﬂlﬁleforallreqmredSECacﬁonneeded
for approval of the acquisition by the SEC.

Federal Trade Commission. On February 2, 2005, PNM Resources received anti-trust clearance uader the Hart-Scott-
Rodino Act from the Federal Trade Commission.

The transaction is also subject to certain rights of termination by each party, including rights of termination in the event
that required regulatory action is denied or not received. The Stock Purchase Agreement may also be terminated if the
~ closing has not occurred on or prior to December 31, 2005.

Note 3. Regulatory Matters
Texas

Retail Competition. A3 discussed in Note 1, the Texas electricity market has been open to retail competition since
January 1, 2002. In accordance with Senate Bill 7, TNMP provides transmission and distribution services at regulated rates
to various retail electric providers that, in turn, provide retail electric service within TNMP's Texas service area, First
Choice, TNMPsaﬁlxatedmmﬂelecnmprowdcr pa’formsactmnmrelamdtothcsa]eofelecmcnytcmmﬂmm
Texas,

On June 1, 2004, several changes to customer protection rules in Texas became effective. Of the changes, the rules
related to disconnection for non-payment and the required amount of a customer deposit are having the greatest impact on
First Choice. The new rule for disconnection for non-payment states that if a customer does not make a payment or payment
arrangement until after the final due date specified in the disconnect notice, the retail electric provider is allowed to
disconmect the customer. The previous rule only allowed the retail electric provider to terminate service and drop the
customer to the retail electric provider that was affiliazed with the customer’s transmission and distribution service provider,
or to the provider of last resort for non-payment. The new rule for the required amount of deposit states that the deposit shall
notaceedthcgreatcrofonc—ﬁﬁh of the estimated annual billing or the sum of the next two month’s estimated billings. The
previous rule stated that the dcpos:tcouldnotexcwdt.hcgrcazcrofcnc sixth of the estimated annual billing or the sum of the
next two month's estimated billings.

First Choice is responsible for energy supply related to the sale of electricity to retail customers in Texas. - Senate Bill 7
" contrins no provisions for the specific recovery of fuel and purchased power costs, although First Choice can request that the
PUCT change the price-to-beat twice a year to recognize changes in natural gas prices. The rates charged to new customers
acquired by First Choice outzide of TNMP's service territory are not regulated by the PUCT, but are negotiated with each
customer. As a result, changes in fue] and purchased power costs will affect First Choice’s operating resuits,

Price-to-Beat Fuel Factor. First Choice must offer customers that take service in TNMP's service area, and whose loads
are less than | megawatt a regulated price, commonly called the price-to-beat. The price-to-beat will be offered through
December 31, 2006, and First Choice could not offer those customers any other rate before the loss of 40 percent of the
energy consumed by its price-to-beat customers, or January 1, 2005, whichever occurred first. In January 2004, the PUCT
approved a stipulation among TNMP and other parties, which found that First Choice had lost more than 40 percent of the
encrgy consumed by its small commercial price-to-beat customers. As a result of PUCT's action, First Choice has been -
authorized to-offer small commercial customers who reside in TNMP's service area rates other than the price-to-beat since
January 1, 2004. First Choice remained below the 40 percent loss threshold with respect to residential price-to-beat
customers through December 31, 2004 As of January 1, 2005, First Choice may offer prices lower than the price-to-beat to
residential customers in TNMP’s service area. .

~ In responsc to increases in natural gas prices in 2004, Fi:sthoxcehasrequuwdandxmplmmbdtwochangamthc
price-to-beat fuel factor. The changes in the price-to-beat fuel factor are shown in the following table (dollar amounts in
millions): .

. Percentage Estimated

Date Date Increase in Increase in
Filed Approved Fuel Factor Annual Revenue
May 2004 July 2004 » 8% 3§ 9.0
October 2004 December 2004 ' ' "15% 16.7
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. Special Purpose Entity. On June 2, 2004, First Choice established First Choice Power Special Purpose, L.P. (FCPSP), a
wholly owned benlauptcy remote special purpose entity. FCPSP holds all customer contracts and wholesale power and gas
contracts previously held by First Choice, with the cxception of certain financial instruments held for hedging purposes.
First Choice filed with the PUCT on August 13, 2004, information complying with the terms of the final order in Docket No.
29081, which approved First Choice’s request to establish a bankruptcy remote special purpose entity. On December 2,

2004, the PUCT issued an Order acknowledging that First Choice had complied with the order and issuing appropriate REP
certification.

Final Fuel Reconciliation. In January 2004, the PUCT issued an order that disallowed $15.7 million of fuel and energy-
related purchased power costs that TNMP incurred in 2000 and 2001, prior to retail competition. TNMP recorded the $10.1
million net of tax effect of the disallowance in the fourth quarter of 2003. As a result of the PUCT decision, TNMP had an
over-recovered balance of fuel and energy-related purchased power costs of $41.1 million, inchiding nterest. TNMP is
appealing the PUCT decision.

2004 True-Up Proceeding. On July 22, 2004, the PUCT issued its decision in TNMP's stranded cost true-up proceeding
in Docket No. 29206. The purpose of the true-up proceeding was to quantify and reconcile the amount of stranded costs that
TNMP may recover from its transmission and distribution customers. The proceeding examined a mumber of issues,
including the sale of TNP One that occurred in October 2002, the final fuel reconciliation and the clawback. The PUCT
decision established $128.4 million as TNMP’s stranded costs and allows TNMP to recover $37.3 million of the $266.5
million that TNMP requested for its true-up balance. TNMP's original request included approximately $307.6 million of
stranded costs related to the sale of TNP One, which occurred in October 2002, and the credit of approximately $41.1 million
related to TNMP's over-recovered balance of fuel and energy-related purchased power costs.

The PUCT’s decision results in a {oss of $155.1 million before an income tax benefit of $57.3 million ($97.8 million after
tax). TNMP recorded the $97.8 million after tax loss as an extraordinary item in the second quarter of 2004. The loss was
classified as an extraordipary item in accordance with SFAS 101, “Regulated Enterprises — Accounting for the
Discontinuance of the Application of FASB Statement No. 71."

In addition to the decision regarding stranded costs, the PUCT order confirmed that First Choice's clawback liability to
TNMP is $15.9 million. Senate Bill 7 requires First Choice to credit TNMP with the clawback amount. TNMP must then
pass the credit received from First Choice to its transmission and distribution customers.

In the decision, the PUCT found that TNMP's selection of an affiliate of TNMP to serve as its financial advisor to the sale
of TNP One, as well as deficiencies in the process, resulted in a sale transaction that was not a bona fide third party
transaction under a competitive offering. Additionally, the PUCT disallowed costs associated with TNMP's failure to reduce
costs associated with a renegotiated long-term lignite contract. Also, the PUCT grossed up certain disallowances for income
tax effects. TNMP disagrees with the PUCT decision, and intends to vigorously pursue all avenues of appeal of this order.

In the third quarter of 2004, TNMP began accruing carrying charges on stranded costs for the period subsequent to the
July 22, 2004 stranded cost order. In accordance with PUCT rules in effect ar the time that TNMP filed its true-up
proceeding, TNMP is allowed to accrue and recover carrying charges on the stranded cost balance from the date of the final
order, ) . '

On August 11, 2004, TNMP filed a motion for rehearing of the PUCT decision. On October 7, 2004, the PUCT denied
all of TNMP’s motions for rehearing except for an issue related to a June 2004 Texas Supreme Court ruling that addressed
recovery of carrying charges on recoverable stranded costs back to January 1, 2002, the date that competition began in
Texas. Hearings were held in December 2004. In accordance with the June 2004 Texas Supreme Court ruling, and
consistent with the spplication in the true-up case of another utility, TNMP expects to recover $41.7 million of carrying
charges on stranded costs for the period January 1, 2002 through July 21, 2004. Accordingly, TNMP recorded $27.2 million
of carrying charges for the period January 1, 2002 through July 21, 2004, in the fourth quarter of 2004. In accordance with
provisions within SFAS 92 — Regulated Enterprises — Accounting for Phase-In Plans, TNMP was limited in its recognition
for income statement purposes to only the debt related portion of the carrying charges, and TNMP was prohibited from
income statement recognition of $14.5 million associated with the equity portion of the carrying charges until the actual
receipt of those amounts from customers. A final order in the True-Up Proceeding is expected to be issued in the second
quarter of 2005. ' : .

60-Day Rate Review. Sixty days following the date on which a true-up order becomes final and appealable, TNMP is
required to make a 60-Day Rate Review filing. First Choice is required to make a filing to reset its price-to-beat rates on a
schedule consistent with the TNMP 60-Day Rate Review. TNMP's case will set rates for recovery of the true-up balance and
address the clawback liability. First Choice’s case will consider a reset of price-to-beat rates.

As discussed in Note 2, the stipulation resolving the Texas proceeding related to PNM Resources’ acquisition of TNP
provides that TNMP will file the 60-Day Rate Review no later than 60 days following the date on which the true-up order
becomes final and appealable. First Choice will file its price-to-beat base rate case no later than 30 days after TNMP files its
60-Day Rate Review. First Choice will file its price-to-beat fuel factor case shortly before the PUCT isguapan orq’qar in

age
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TNMP's case. TNMP"’s and First Choice’s resulting rates will take effect simuitaneousty no later than 30 days following a
final order on TNMP's 60-Day Rate Review. The Texas acquisition stipulation also provides that First Choice will request
that the PUCT recognize in its new price-to-beat rates the TNMFP rate reduction and the synergy savings credit provided for
in the stipulation.

Acguisition Settlement. During the fourth quarter of 2003, several Texas cities passed resolutions requiring TNMP to file
certain financial information with the cities so that the cities may determine whether TNMP’s transmission and distribution
rates are reasonable. TNMP filed information in response to the resolutions i November 2003 and has responded to
additional requests for information from the cities.

As.discussed in Note 2, as a result of the settlement discussions in Texas associated with PNM Resources’ acquisition of -
TNP, TNMP agreed to implement a $13 million annual reduction to its Texas retail delivery base rates. The rate redncnon
will be effective for customer billings beginning May 1, 2005.

ST Corp. Merger Commitments. As ‘conditions for approval of the ST Corp. Merger, TNMP made 2 number of
commitments to both the PUCT and NMPRC. The commitments cover a wide range of financial, operstional, electric
reliability, and other standards with which TNMP agreed to comply. TNMP made 55 commitments in New Mexico and
Texas, of which 18 are currently in effect. TNMP monitors compliance on a monthly basis and couid be subject to financial
penalties for non-compliance with certain commitments. As of December 31, 2004, TNMP was in compliance with all of its
ST Corp. Merger commitments, with the exception of nominal penalties in regard to certain reliability standards m Texas.
Some of the commitments have been extended or renewed as part of the PNM Resources acquisition settlements in T:xas
and New Mexico.

Transmission Cost Recovery Factor. On Jannary 14, 2005, TNMP filed for an updated Transmission Cost Recovery Factor
(TCRF) at the PUCT. PUCT rules authorize TNMP to make such adjustments when a change in 2 Transmission Service
Provider's (TSP’s) wholesale transmission rate being charged to TNMP has been approved or allowed by the PUCT. PUCT
rules authorize distribution service providers (DSPs) to update their TCRF on March 1 and September 1 of each year in order to
pass through changes in wholesale transmission costs ‘that are billed by TSPs to DSPs such as TNMP. TNMP scught
administrative approval of an adjustment to its TCRF Rider for the changes in wholesale transmission rates that have been
approved or allowed by the PUCT. The filing, which was approved on Febmmy 23, 2005, will increase annual revenues $1.9
million for TNMP effective March 1, 2005,

New Mexico

Affiliate Guarantee. In October 2003, the NMPRC granted TNMP’s request for authority to extend a portion of the
guarantees that TNMP provided for certain power suppiy obligations of First Choice. TNMP's authority to guarantee the
power supply obligations of First Choice terminated on June 2, 2004, when First Choice established a bankruptcy remote
special purpose entity under anthorization granted by the PUCT in Docket No. 29081. The special purpose entity was
established in connection with First Choice’s power supply agreement with Constellation. :

New Mexico Fuel and Purchased Power. In January 2002, as part of the final order in Docket No. 3643, TNMP
established a fuet and purchased power cost adjustment clause (FPPCAC) i New Mexico. This clause allowed TNMP to
recover actual purchased power costs from customers. New Mexico regulations require TNMP to seek approval for
continuation of the FPPCAC every two years. In July 2004, the staff of the NMPRC notified TNMP that it had failed to file
for the continuation of the FPPCAC.

Amounts collected from February through June 2004 are subject to refund. In September 2004, the NMPRC authorized
TNMP to begin collecting an interim FPPCAC effective October 1, 2004, On December 14, 2004, the NMPRC approved the
permanent FPPCAC. TNMP's earnings were reduced by $0.5 million after tax ($0.8 mxlhonbefom m)fnrmcyearendcd
December 31, 2004, as a result of the temporary expiration of FPPCAC.

Acquisition settlement. As discussed in Note 2, as a result of the settlement discossions in New Mexico associated with
PNM Resources’ acquisition of TNP, TNMP agreed to implement an approximate $9.6 million (1.851 cents per Kwh) annual
reduction, which includes synergy savings, effective Janmary 1, 2006, to most of its New Mexico customers, subject to
completion of the PNM Resources acquisition of TNMP. Phelps Dodge, TNMP's largest New Mexico commercial customer -
is served.through a contractual arrangement, and is excluded from the rate reduction. PNM Resources has also agreed to
integrate the New Mexice operations of TNMP into PNM Resources by January 1, 2007. Effective January 1, 2008, TNMP’s
rates will be reduced by an additional 0.1 cents per Kwh through December 31, 2008; and on January 1, 2009, TNMP's rates
will be reduced by an additionsl 0.1 cents per Kwh, for a total reduction of 2.051 cents per Kwh in effect through December
31, 2010. As part of the rate reduction, the current TNMP-NM fuel and purchased power adjustment clause will be
eliminated once amounts in the balancing account as of December 31, 2005 are collected or returned to customers.
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Note 4. Accounting Developments
Employers’ Disclosures about Pensions and Cther Postretirement Benefits

TNP has applied the revised disclosure provisions of SFAS No. 132, “Employers’ Disclosures about Pensions and Other
Postretirement Berefits™ (SFAS 132). The revisions to SFAS 132 were issued in December 2003, and require additional
disclosures about the assets, obligations, cash flows and pet periodic benefit cost of defined benefit pension plans and other
defined benefit postretirement plans. The disclosures that are required by SFAS 132 are included in Note 7.

Financial Instruments with Gzamcten:tzc: of both Ligbilities and Equity

TNP and TNMP adopted SFAS No. 150, AccoxmnngforCertmnFmanmalInsu'umemsthhCharactensucsofbom
Liabilities and Equity” (SFAS 150), on December 31, 2003. SFAS 150 establishes standards for how an issuer classifies and
mcmmmmmmmmmmdsdmofbmhﬁabﬂiﬁesmdequhy. SFAS 150 requires that an issuer
classify a financial instrument that is within its scope as a liability or, in some circumstances, as an asset. As a result of the
adoption of SFAS 150, TNP has reclassified the balance of its redeemabie cumulative preferred stock at December 31, 2003,
as a liability. Beginning in 2004, TNP classified dividends on preferred stock as interest expense. SFAS 150 does not permit
the restatement of priar year balances of reclassified financial mstruments. Accordmgly,rhebalanewof‘l‘NPsredeanable
preferred stock for periods prior to adoption have not been reclassified.

Dertvative Instruments and Hedging Activities

TNP and TNMP adopted SFAS No.149, “Amendments of Statement 133 on Derfvative Instruments and Hedging Activities”
(SFAS 149), on June 30, 2003. The adoption had no impact on the financial position, results of operations, or cash flows of TNP
and TNMP. SFAS 149 amends SFAS 133 for decisions made by the Derivatives Implementation Group that required
amendments to SFAS 133, in connection with other FASB projects regarding financial instruments, and for implementation
issues regarding the application of the definition of a derivative.

Accounting for Asset Retirement Obligations

TNP and TNMP adopted SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS 143), on Japuary 1, 2003, -
The adoption had no impact on the financial position, results of operations, or cash flows of TNP and TNMP. As a resuit of the
adoption of SFAS 143, TNP and TNMP identified costs recorded in sccumulated depreciation related to inclusion of removal
costs of utility plant in TNMP’s rates by the PUCT and NMPRC. Suchcostsdonotanscﬁ'omlcgalobhganons Rather, they

_ represent long-standing regulatory policy to include charges for removal costs of utility plant in accumulated depreciation.

Accordingly, TNMP reclassified the estimated utility plant removal costs of $38.2 million as of December 31, 2003, from
accumulated depreciation to a regulatory liability included in long-term and other liabilities on the balance sheet.

Note 5. Derivative Instruments, Hedging Activities, and Other Comprehensive Income

Normal Purchases and Sales. In the normal course of business, TNMP and First Choice enter into commodity contracts,
which include “swing” components for additional purchases or sales of electricity, in order to meet customer requirements. The
FASB has defined criteria by which option-type and forward contracts for electricity can qualify for the normal purchase and
sales exception provided by SFAS 133, as amended by SFAS 149. Based on the FASB's guidance, the management of TNMP
and First Choice has determined that their respective contracts for electricity qualify for the normal purchases and sales
exception. Accordingly, TNMP and First Choice do not account for their respective electricity contracts as derivatives.

Hedging Activities

TNP, TNMP and First Choice may enter into agreements for derivative instruments, including options and swaps, to
manage risks related to changes in intercst rates and commodity prices. At the inception of any such transactions, TNP,
TNMP, and First Choice document relationships between the hedging instruments and the items being hedged. The
documentation inciudes the strategy that supports executing the specific transaction.

INP Interest Rate Swaps. In October 2002, TNP executed a $70 million interest rate swep transaction designed to

manage interest rate risk associated with the Senior Credit Facility. The swap terminated in October 2004. Under the terms
of the swap, TNP paid a fixed rate of approximately 2.5 percent and received variable rates.
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The interest rate swap was designated as a cash flow hedge. The swap was highly effective in offsetting cash flow volatility
caused by changes in interest rates. For the years ended December 31, 2004 and 2003, TNP recorded unrealized gains (losses),
net of reclassification adjustments, associated with its interest rate swap in other comprehensive income as shown in the
following table. '

Twelve Months Ended December 31, 2004 Twelve Months Ended December 31, 2003
Before-Tax Tax Benmefit ~ After-Tax  Before-Tax Tax Bemefit  Afer-Tax
Amount (Expense) ‘ Amount Amount (Expense) Amount

(In thousands)
Change in market value b 22) s 8 8 (149 $ (631) $ 240 8 (391)
Reclagsification adjustments 669 (255) 414 855 (326) 529
Other comprehensive income (Joss) § 647 § 247y § 400 8 224 8 86 3 138

TNMP Interest Rate Hedges. In October 2002, TNMP executed two $75 million interest rate swap transactions designed
to manage interest rate risk associated with the TNMP/First Choice Credit Facility. TNMP issued $250 million of 6.125
percent Senior Notes due in 2008, in June 2003. A portion of the proceeds from that borrowing was used to repay amounts
outstanding under the TNMP/First Choice Credit Facility. As a result, TNMP terminated the swaps in June 2003 at a cost of
$3.1 million, which was recorded as interest expense.

In May 2003, TNMP executed a $250 million Treasury rate lock transaction designed to manage interest rate risk associated
with the issuance of its $250 million of Senior Notes discussed above. The rate lock effectively fixed the five-year Treasury
yield upon which the yield of the Senior Notes was based at approximately 2.6 percent. TNMP paid $4.2 million upon the
issuance of the Senior Notes in June 2003 to settle the rate lock. The cost of the rate lock was recorded i accumulated other
comprehensive income and will be amortized to interest expense over the life of the Senior Notes.

The interest rate swaps and the Treasury rate Jock were designated as cash flow hedges. The instruments were highly
effective in offsetting future cash fiow volatility caused by changes in interest rates. For the years ended December 31, 2004 and
2003, TNMP recorded unrealized gains (losses), net of reclassification adjustments, associated with its mterest rate swaps and
Treasury rate lock in other comprehensive income as shown in the following table.

Twelve Months Ended December 31, 2004 Twelve Months Ended December 31, 2003
Before-Tax Tax Benefit After-Tax Before-Tax Tax Benefit After-Tax
Amount (Expense) Amount Amount (Expense) Amount

(In thousands) :
Change in market value $ -8 - s . s (5923) S 2257 §  (3.666)
" Reclassification sdjustments 832 G17) 515 4127 (1.572) 2555

Other comprehensive income (loss) $ 832 §  (317) § 515 8§ (1,796) § 685 § (LIl

TNMP displays cash flows from interest rate hedging transactions in the cash flow statement as cash flow from operations, in
accordance with the provisions of SFAS No. 104, “Statement of Cash Flows-Net Reporting of Certain Cash Receipts and Cash
Payments and Classification of Cash Flows from Hedging Transactions.”

Natural Gas Hedges. Beginming in the third quarter of 2003, First Choice took advantage of favorable conditions in the
_ namral gas market 10 enter into natural gas swaps, fixing the price of a portion of its power supply. The swaps are purchased to
mitigate commodity price risk associated with purchase power price volatility. The swaps are effective in offsetting fisture cash .
flow volatility cansed by increases in natural gas prices and are designated as cash flow hedges. The fair value of the natural gas
swaps as of December 31, 2004, was a lisbility of $6.2 million, which is recarded on TNP’s balance sheet as a current liability.
For the twelve months ended December 31, 2004, First Choice’s purchased power expense includes pre-tax gains of $9.9 million
(86.1 million after tax) related to the settlement of natural gas swaps and options.
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In additicn, First Choice recorded unrealized gains (Josses), net of reclassification adjustments, associated with its natural gag
hedgesmothuwm'ehmswcmcom:asshownmﬁmfollowmgmblc

Twelve Months Ended December 31,2004 Twelve Months Ended December 31; 2003
Before-Tax Tax Benefit — After-Tax Before-Tax Tax Benefit Afer-Tax
Amount (Expense) Amount Amount (Expense) Amount

(In thousands)
Change in market value $ (2443) § 931 $ (1,512) §$ (10,252) § 3,906 $ (6,346)
Reclassification adjustments {5,135) 3,480 (5,655) 15,654 (5,964) 9,690

Other comprehensive income (loss) § (11,578) § 4,411 § (7,16T) § 5402 . $ (2,058) $ 3344

First Choice also estimates that $3.8.million of unrealized after-tax gains related to natural gas swaps will be reclassified
through other camprehensive income to purchased power expense over the next 12 months.

Minimum Pension Liability ‘

SFAS 87, “Employers’ Accounting for Pensions,” requires the recognition of a minimum lLisbility when the accumulated
benefit obligation of a pension plan exceeds the fair value of plan assets. TNMP’s excess benefit plan is subject to this provision.
Changes in the minimum pension liability are a component of other comprebensive income.

Other comprehensive income for TNMP includes the amounts shown in the following table for the years ended
December 31, 2004, 2003, and 2002.

Before-Tax  Tax Benefit  After-Tax
Amount (Expense) Amount

(In thousands)
Year ended December 31, 2004 S 1 g - S 1
Year ended December 31, 2003 346 (132) 214
Year ended December 31, 2002 508 (194) 314

Note 6. Sale of TNP One

- = On.October-31; 2002, TNMP sold TNP One to Sempra Energy Resources for $120 million ($117.6 net of cost 1o seli).
The sale completed a process that TNMP started in response to Senate Bill 7, which required electric utilities to separate their
power generation business activities from the regulated transmission and distribution business. Senate Bill 7 established
various methods for quantifying stranded costs, one of which was the sale of generation plants.

Note 7. Employee Benefit Plans
Pension and Postretirement Benefits Plans

TNP and its subsidiaries sponsor a defined benefit pension plan covering substantially all of its employees. Benefits are
based on an employee’s years of service and compensation. TNP’s funding policy is to contribute the minimum amount
required by federal funding standards, TNP provides an excess benefit plan for certain key personnel and retired employees
whose benefits in the principal plan federal law restricts. TNP also sponsors a health care plan that provides postretirement
medical and death benefits to retirees-who satisfied minimum age and service requirements during employment,
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Pension Benefits Pogtretirement Benefits
2004 2003 2004 2003
(In thousands)
Change in projected benefit obligation: , _

Beneﬁt obligation at begmnmg of year $ 85297 - § 86485 $ 10,864 $ 10985
Service cost 2,091 2,095 411, 338
Interest cost 4,789 5,168 679 686
Participant contributions - - 857 640
Plan amendments - 207 . - -
Actuaria] (gain) or loss, including changes in .

discount rate ’ 164 2,040 1,465 195
Curtailments/settiements - (3,403) - -
- Benefits paid (7,478) (7.294) (2,067 (2,030)
Benefit obligation at end of year $ 84,363 $ 85298 $ 12,209 $ 10,864
Change in plan assets;

Fair value of plan assets at beginning of year $ 85052 8§ 88,444 $ 5,688 $ 5556
Actual return on plan assets, net of expenses 4,625 3,665 369 469
Settlements - (3,403) - -
Employer contributions 165 3,636 1,099 1,047
Participant contributions - - 853 638
Benefits paid (7,478) (7,294) (2,053) (2,022)

Fair vatue of plan assets at end of year $ 82364 3 85052 $ 5956 $ 5,688

The ST Corp. Merger was account=d for under the purchase method of accounting. Acquired assets and assumed
liabilities were recorded based on their estimated fair values. Accordingly, TNP recorded an asset for the pension plan assets
in excess of the projected benefit obligations, and a liability for the postretirement projected benefit obligation in excess of
the plan assets, thereby eliminating any previously existing unrecognized actuarial nct gains or losses, prior service cost, and
net transitional obligation. TNP also recorded a net regulatory liability associated with the pension plan and postretirement
benefit plan that will be amortized in conjunction with TNMP’s amortization of its unrecognized gain or loss, unrecognized
pnorservwecost, or\mrecogmzednetmnsmonal obligation, mordcrtoreﬂecttheamountspumtwd forraﬁemakmg

_ purposes in operations.
Pension Benefits Postretirement Benefits
2004 2003 2004 2003
(In thousands)
Reconciliation of funded status .
Funded status : $ (2499) § (245 5 (6253) S (5176)
Unrecognized actuarial gain 29,719 30,147 5,019 3,887
Unrecognized transition obligation - - - -
Unrecognized prior service cost 166 187 - -
Prepaid (accrued) benefit cost $ 27,386 $ 30,089 $ (1,234) § (1,289)
Amounts recognized in the consolidated balance sheets
Prepaid (accrued) benefit cost $ 27,386 $ 30,089 $ (1,353) § (1,289)
Weighted-average assumptions used to determine benefit
obligations at December 31
Discount rate 5.75% 6.00% 5.75% 6.00%
Avemge rate of compensaxion increase 3 50% 3.50% NA NA

The accmnulamd beaefit obligation for all defined benefit pension plam was $82.7 million and $32.9 million at

December 31, 2004 and 2003, respectively.

The projécwd benefit obligation of the excess benefit plan, which has an accumulated benefit obligation in excess of plan
assets, was $3.6 million and $3.5 million at December 31, 2004 and 2003, respectively. The accumulated bmcﬁp@éxgggon
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of the excessbeneﬁtplmwas336m1ﬂxonand834 million at December 31, 2004 and 2003, respectively. The excess
benefit plan had no pian assets at December 31, 2004 and 2003, reapectxvely

The 2003 projected benefit obligation and 2003 net periodic benefit cost ‘of the excess beaefit plan were affected by the
settlement of obligations related to the termination of a former member of TNP’s senior management. The benefits pavable
to the former member of senior management under the excess benefit plan were a significant portion of the total obligations
of the excess benefit plan.

Pension Benefits : Postretirement Benefits
2004 2003 2002 2004 2003 2002
Companents of net periodic benefit cost \
Service cost $§ 2,091 $ 2095 § 2321 $ 411 $ 389 $ 345
Interest cost 4,789 5,168 5,564 679 636 732
Expected return on plan assets (6,039) (6,959) (7,722) (315) (334) (413)
Scttlements - 163 - - - -
Amortization of prior service cost 20 20 - - - -
Recognized actuarial (gain) loss 2007 1675 1,051 278 220 90
Net periodic benefit cost $ 2,868 $ 2,162 5 1214 $ 1,053 5 961 $ 754
Weighted-average assumptions to determine
net periodic benefit cost for the years
ended December 31 . . ‘
Discount rate 6.00% 6.50% 7.25% 6.00% 6.50% 7.25%
Expected long-term rate of return , '
on plan assets 7.80% 8.50% 9.00% 5.50% - 6.00% 6.00%
Average rate of compensation increase 3.50% 3.50% 4.00% N/A NA " N/A

The expected long-term rate of return on pension plan assets is based on an investment strategy that allocates pension plan
assefs among equily, treasury inflation-protected securities (TIPS}, and money market assets based on a formula
upon the composite price/earnings ratio of the S&P 500 index and the current yield on TIPS. In developing the expected long--
term rate of return assumption, TNP utilized expectations of asset class returns as well as long-term inflation assumptions
developed by independent consultants and economists. Projected investment returns were based on equity and fixed income
indices, which represent broad market expectations. TNP determines the expected long-term rate of return by weighting the
- .. -expected return on each asset class by the expected asset allocation produced by the investment strategy.

The assumed health care cost trend rate used to measure the expected cost of benefits was 8 percent for 2004 and is
assumed to trend downward slightly each year to 5 percent for 2007 and thereafler, TNP's exposure to cost increases in the
postretirement benefit plan is minimized by a provision that limits TNP's share of costs under the plan. Costs of the plan in
excess of the limit are bome wholly by the participants. TNP reached the cost limit at the end of 2001. As a result, 2 ane-
percentage-point chenge in assumed health care cost trend rates would have no effect on either the 2004 nst periodic expense
or the year-end 2004 postretirement benefit obligation.

Postretirement Benefits
Pension Plan Assets Plan Assets
2004 2003 2004 2003
Weighted-average asset allocations by asset category at
December 31 :
Equities . : 23% 11% 23% 13%
Debt securities (composed entirely of TIPS) - 11% - 10%
Other (money market assets) ‘ 77% 78% 77% 77T%
. 100% 100% 100% ~100%

TNP’s investment policy for both the pension plan and postretirement benefit plan is to have a reasonsbly balanced
investment approach, with a long-term bias toward equity investments. TNP’s investment strategy allocates plan assets
among equity, TIPS, and moncy market asscts based on a formula dependent upon the composite price/carnings ratio of the
S&P 500 index and the current yield on TIPS. For the pension plan, the target equity allocation is a function of the
price/earnings ratio of the S&P 500 index, as shown in the following table.
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PE - Target

Ratio Equity - Allowabie
Bands S&P 500 PE Ratio Allocation Range
I Greater than 23.5 ‘ 10% 5%t 15%
if Less then or equal to 23.5 and greater than 19.25 20% 15% to 25%
m Less than or equal to 19.25 and greater than 13.0 50% 45% 1o 55%
v Less than or equal to 13.0 and greater than 11.0 0%  65%1075%
v Less than or equal to 11.0 90% 85% t 95%

The target equity allocation for the postretirement benefit plan is also a function of the price/earnings ratio of the S&P
500 index, as shown in the following table.

PE Target
Ratio Equity Allowable
Bands S&P 500 PE Ratio Allocation Range
I Greater than 23.5 10.25% 525%to 15.25%
14 Less than or equal to 23.5 and greater than 19.25 22% 17% 10 27% .
m Less than or equal to 19.25 and greater than 13.0 | . 54% 49% 0 59%
v Less than or equal to 13.0 and greater than 11.0 75% 70% to 80%
v Less than or equal to 11.0 96% 91% to 100%

Assets not held in equities will be invested in fixed income investments, excluding an amount held i cash to pay current
bexnefits and expenses. Once the target equity allocation for the plans has been determined, the remaining assets of the plans
will be invested in TIPS subject to the limitations in the following tables.

Iineld on TIPS is declining.
Yield v T%sd Allowable
Bands Yield on TIPS Investments Allocation Range
1 Less than 2.00 0% 0%
i Greater than or equal to 2.00 and less then 2.50 5% 0% to 15%
m. Greater than or equal to 2.50 and less than 2.65 20% 15% t0 25%. --
v Greater than or equal to 2.65 and less than 2.80 40% 35% 10 45%
A Greater than or equal to 2.80 and less than 3.00 70% 65% to 75%
VI Greater than or equal to 3.00 100% 95% to 100%
If Yield on TIPS is increasing.
. Target
Yield TIPS Allowable
Bands Yield on TIPS Investments Allocation Range
1 Less than 2.00 ' . % 0%
i Gmmrd:morequaltoZOOandlessthan260 5% 0% to 15%
11§ Greater than or equal to 2.60 and less than 2.75 20% 15%to 25%
v Greater than or equal to 2.75 and less than 2.90 40% 35% to 45%
v Greater than or equal to 2.90 and less than 3.10 70% 65% o 75%
vi Greater than or equal to 3.10 100% 95% to 100%

Assets of the plans that are not invested in equities or TIPS at any point in time will be invested in money market
investments.
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TNP expects to contribute $0.8 million to the pension plan and $1.0 million to the postretirement benefits plan in 2005.
Post-
Pension Retirement
Berefits Benefits

(In thousands)
Expected future benefit payments, reflecting expected
future service, to be paid in
2005 $ 73820 $§ 990
2006 7,660 926
2007 7,460 898
2008 7,675 336
2009 8,030 883

2010- 2014 39,000 4,869

In 2003, TNP recognized a reduction in postretirement bemefits plan liabilities due to changes resulting from the
Medicare Prescription Drug and Modernization Act of 2003. The following table summarizes the impact of the Act on 2004
expense and an future postretirement benefit payments:

2004
(In thousands)
With Medicare Without Medicare
Net periodic benefit cost :
Service cost $ 411 $ 419
Interest cost 679 704
Expectedremrnonplanassets (315) (315)
Amortization of (gain) or loss 278 308
Net periodic benefit cost $ 1,053 $ 1,116
Expected future benefit payments
2005 b3 990 S 990
2006 926 970
2007 . : 898 - 940
2008 886 925
2009 883 920

2010-2014 4,869 5,050
Incentive Plans ‘

TNP and its subsidiaries have three incentive compensation plans. All Employea paxtxcxpate in one or both of these -
plans. Incentive compensation is based on mecting key financial and operational performance goals such as earnings before
interest expense, taxes, depreciation and amortization, customer satisfaction, and system reliability measures.

TNP’s operating expenses for 2003 and 2002 included costs for the various plans and bonuses in employment agreements
of $2.4 million, and $4.8 million, respectively. No incentive compensation was paid for 2004.

Change of Conirol Agreements

TNP has entered into employment agreements with its senior management that include change in comtrol provisions.
TNMP and FCP have also entered mto Change in Control Agreements with officers and key employees. Under such
agreements, if a Change in Control occurs, as defined by the agreements, and the officer or key employee’s employment is
terminated without Cause (as the agreements define such term) or the officer resigns following a significant change in duties,
rwponsibthues, authority, title, reporting responsibilities, compensation or benefits, then the officer would become entitied to
receive the benefits provided by the applicable agreement. These benefits include: (i) one to three times annual salary, (if)
medmalanddmtalmmnceatacosttosuchoﬁcerequalwtbatpmdbym mployeesforapmodofouemthme
years, (iii) a prorated portion of annual bonus 2s established by the annual Incentive Plans and (iii) any excise taxes payable
as a result of these benefits, grossed up for any additional excise and income taxes that result from each gross up payment
The completion of the PNM Acquisition as contemplated by the Stock Purchase Agreement would be a Change in Control
under these agreements. The maximum aggregate estimated liability of the employment agreements and the Change in
Control Agreements is approximately $13.9 million.
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Other Employee Benefits

TNP and its subsidiaries have a 401(k) plan designed to enhance the othcr retirement plans available to its employees.

Employees may invest their contributions in various mutual funds. TNP’s contributions are invested in the same manner as
the employees’ contributions. TNP’s operating expenses included contribution costs of $0.8 million for each of the years

2004, 2003, and 2002.
Note 8. Income Taxes

Components of income taxes (benefits) were as follows:

Taxes (benefits) on net operating mcome (Joss):
Federal - current
Statz - current and deferred
Federal - deferred

Taxes on other income (loss):
Federal - current

Total income taxes (bencﬁts)

The amounts for total income taxes differ from the amounts computed by applying the appropriate federal income tax

rate to earnings .ﬂoss) before income taxes for the following reasons:

Tax at statutory tax rate

- Amortization of accumulated deferred ITC
Amortization of excess deferred taxes
State income taxes

Preferred dividends - permanent difference
Permanent differences excluding goodwill
Other, net

Actual income taxes (beneﬁts)

51

2004 2003 2002
(In thousands)

S 6369 § (3,638 § 3,037
3,845 (486) 3,288
18,170 (2,031) 14,705

(722) (874) (1,459)

27,662 (12,029) 19,571

655 760 (466)

655 760 (466)

$ 28317 $(11,269) 8 19,105

2004 2003 2002
(In thousands)

$ 17,526  $(10,312) $17,112
(722) (874) (1,459)
216) (198) -(141)
3,845 (436) 3,288
8,445 - -
- - (34)

(561) 601 339

3. 28317 _$(11269) _$19,105
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The tax effects of temporary differences that gave rise to significant portions of net current and net noncurrent
deferred income taxes as of Decamber 31, 2004, and 2003, are presented below.

2004 2003
_ {In thousands)
Current deferred income taxes: :
Deferred tax assets: other $ - s 139
Noncurrent deferred income taxes:
Deferred tmx asgets: '
Minimum tax carryforwards S 5893 § 29,006
Provision for clawback 5,522 5270
Regulatory related items 2,236 10,910
Defesred purchased power - 12,812
Accrued employee benefit costs 5,578 1,541
Excess earnings - 14,296
Contribution in aid of construction - 2,676
Other ' 196 1,541
. 19425 78,052
Deferred tax liabilities:
Utility plant, principally due to depreciation and
basis differences, including TNP One .
recoverable stranded cost $ (86,612) (185,743)
Deferred charges {2,406) (20,605)
Other recoversble stranded costs (noncurrent) (51,455) (4,634)
Regulatory related items - (3,902)
(140,473) (214,934)
Noncurrent deferred income taxes, net $(121,048) $5(136,882)
Federnl tax carryforwards as of December 31, 2004, were as follows:
(n thousanrds)
Minimum tax credits .
Amount s 5,893
Expiration period None
Net ing 1 oss ‘orward
Amount S 3,357
Expiration period-(19 years) 2023

Note 9. Long-Term Debt
NP

Semior Credit Facility. In August 2003, TNP and the banks participating in TNP's Senior Credit Facility agreed.to
increase the commitment under, and extend the maturity of, the Senior Credit Facility. As a result the Senior Credit Facility
is now composed of & $112.5 million term loan that matures in December 2006. The commitment under the term oan
mawed$42mﬂhondeNPusedﬂ:epmceedsmpmv1chmChomwﬂh$25 million in additional capital and to
replace the working capital available under the revolving portion of the Senior Credit Facility. The revolving portion of the
Senior Credit Facility expired in August 2003 and had a commitment of $15 million. As of December 31, 2004, the Senior
Credit Facility bad an outstanding balance of $110.8 million and an interest rate of spproximately 7.5 percent. The Semor
Credit Facility is secured by a pledge of all TNMP and First Choice common stock held by TNP.

The Senior Credit Facility contains various financial covenants with which TNP must comply. Due to losses curing the
first quarter of 2003 at First Choice resulting from high natural gas prices, and increaged amounts of outstanding debt due to
the termination of TNMP’s factoring agreement early in 2002, TNP did not comply with one financial covenant for the
period ended March 31, 2003. InMnyZOOS 'I'N'Pobta.medumod:ﬁcat:onofﬂmxﬁnmcmleovmt,uwellasswcond
covenant. Additional covenants pertaining to risk management practices were implemented with this amendment. The
amendment allowed TNP to meet the covenant, which was in noncompliance for the period ended March 31, 2003, and TNP

‘expects to comply with all covenants for the Senior Credit Facility through the retirement of the loan.
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For the years ended December 31, 2004, 2003 and 2002, respectively, the average interest rate on the Semior Credit
Facility was approximately 6.6 percent, 5.8 percent, and 4.5 percent.

Senior Redeemable Preferred Stock (Preferred Stock). Through April 1, 2005, dividends on Preferred Stock will be paid
by issuing additional shares of Preferred Stock having an aggregate liquidation prefersnce equal to the amount of the
dividends to be paid. After April i, 2005, TNP has the option o pay dividends in cash or by issuing additional shares of
Preferred Stock as previcusly described. For the years ended December 31, 2004, 2003, and 2002, TNP issued 24,030,
20,891, and 18,164 shares of Preferred Stock, respectively, in peyment of dividends on the Preferred Stock.

Before April 1, 2005, TNP can redeem all, but not less than all, of the Preferred Stock at a specified price, plos
accumulated dividends, in the event of a change in control. After April 1, 2005, TNP may redeem any amount of the

Preferred Stock at specified prices, phus accumulated dividends. All of the Pteferred Stock must be redeemed by April 1,
2011,

As discussed in Note 2, PNM Resources has stated its intention to retire TNP's debe, including preferred securities,
following the close of the acquisition.

TNMP and First Choice o
TNMP Senior Notes. TNMP's $175 million 6.25 percent Senior Notes due in 2009 were issued in 1999, end are
unsecured.

On June 10, 2003, TNMP completed the sale of $250 million of 6.125 percent Semior Notes due in 2008. On or after
May 1, 2005, TNMP will be required to redeem the Semior Notes to the extent that it receives proceeds from the
securitization of stranded costs. TNMP believes that it has adequate cash to meet its working capital nseds without the need
for additonal bank finsncing through at least the end of 2005. TNMP's cash balance as of December 31, 2004, was
appmmmaf.clySéSSmﬂhon.

TNMP/First Chozce Credit Facility. The TNMP/First Choice Credit Facility cxpxred in October 2003. Prior to the
issuance of the 6.125 percent Senior Notes due in 2008, TNMP and First Choice used the TNMP/First Choice Credit Facility
to finance their working capital requirements. For the years ended December 31, 2003 and 2002, the average interest rate on
the TNMP/First Choice Credit Facility was 3.5 percent and 3.0 percent, respectively.

As discussed in Note 12, First Choice has provided for its working capital needs by executing a new power supply
agreement with Consteliation and with cash on hand.

Maturities

As of December 31, 2004, scheduled maturities of long-term debt for the fve years following 2004 are as follows:

TNP TNMP ‘ TNMP
Senior '6.25% 6.125%
Year Credit Facility Senior Notes ~ Semicr Notes Total -
{in thousands)
2005 S 1,125 $ -8 -8 L1285
2006 109,688 - © . 109,688
2007 - - - ' -
2008 - - 248,935 248,935

2005 - 167,690 - . 167,690
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Note 10. Related Party Transactions

At the time of the ST Corp. Merger, and i accordance with the SW Acquisition limited partnership agreement, TNP and
Laurel Hill entered into a Management Services Agreement under which TNP engaged Laurel Hill as its agent to provide certain
management and financial advisory services to TNP. For the years 2004, 2003 and2002 'I'NPpmdLam'elHd]SO.Smﬂhon,
$1.2 million, and $1.2 million, respectively, under the agreement.

In 2002, TNMP paid Laurel Hill a transaction fee of $1.3 million for acting as TNMP's financial advisor in connection
with the sale of TNP One. Laurel Hill received the fee pursuant 1o provisions of the SW Acquisition limited partnership
agreement.

TNP paid fees of $1 million in 2003 and $1 million in 2004, for advisory services in 2002 and 2003 by the original

limited partners of SW Acquisition, pursuant to provisions of the SW Acquisition limited partnership agrezment. TNP paid .
SW Acquisition partners $1 million in 2005 for advisory services provided in 2004. '

Note 11. Segment and Related Information

TNP has two reportable scgments that reflect the separation of TNMP’s business according to the provisions of Senate
Bill 7. The first segment includes TNMP’s regulated transmission and distribution business in Texas and its New Mexico
operstions, and the second includes the unregulated activities of First Choice relating to the sale of electricity to retail
customers in Texas.

The following tables present information’sbovt revestes, profits, mnd assets of TNP’s reporizble segments (in thousands).
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Twelve Months Ended December 31, 2004

lncome Statgment Datn

Revenue from extzmal customers
Intercompany revenue

Purchased power

Other direct costs

Deprecigtion expense

Other operating expenses
Operating income (loas)

Other income and deductions, net
Dividends on preferred stock and other
Carrying charges on regulatory assets
Interest charges

Income (loss) before taxes
Income taxes
Extraordinary items - disallowance of stranded cost (net of taxes)

Net income (loss) :
Dividends an preferred stock apd other

m(!m)lpplhbhmwmmd
Caeh Flow Data

Cash received from sales to customers
Purchased power costs paid
Cashpaxdﬁorpayrollmdw other suppliers

Intercompany dividends, income taxes refunded (paid), and other
Net cah provided by (used in) operations

Nacashmedmmvcstmgm;mmarﬂyaddmomto
whility plant

Redemption of senior nates
Intercompany dividends
Other.

Net cash provided by (used in) finaiicing activitics
Balance Sheet Dat a3 of Docember 31, 2004

Cash and cash equivalents

Accounts receivable

Other current agsets

Net wility plant

Goodwill

Recoverabic stranded costy

Other property, mgmmynxmcnmddzfmedcbxrgu

Total assciy

Current maturities of long-term debt

Accounts payshle

Other current liabilities

Accumlxted deferred income taxes and investment tax credits
Deferred credin

Rmhmyhhﬂ:ty—uauedeutofrmvﬂ
Long-term detit, less cuyrent maturities

Redeemable ourmulative preferred stock

Common sharcholder's equity

Total Habilities and sharehoider's equity

All Cther

Reguiated
Transmizsion First and TNP
| Disrius Choi Fiizrigat Consalic
s 174199 § 544681 § - § 718,380
95,466 - (95,466) .
(76,017T) (288,007 - _{364,024)
(25,339) (161,365) 93,745 (92,959)
(29,691) (408) ) (30,103)
(70,166) (46.,681) (5,731) (122,578)
68,452 48220 (1,456) 109216
1,267 492 115 1,874
- - (25,339) (25,339)
32,006 - - -32,006
(28,691} (370) (38.146) (67.207)
73,034 48342 (70,826) 50,550
(26,391) (17.854) 15,928 Q8317
* [97.336) - - (97,836)
(51,193) 30,488 (54,898) (75,603)
s (51,193) § 30,488 $ (54,398) § (75,603)
S 242441 S 558,527 S (94,819) S 706,149
(70,830) (296,562) - (367392)
(47,783) (35,765 (5,487 (89,035)
- (162.308) 93,109 (69,199)
(48,030) (6,645) (36,876) (91,551)
(7,474) (11,834) 19,042 (266)
68,324 45,413 (25,031) 88,706
(44,090) {1,439) . (45,529)
- (8,375) - - (8375)
(6,000) (12,000) 18,000 -
(1,007) hd (1,237 (2244)
s (15382) $ _ (12000) - § 16763 S (10619
s 65739 $5 TI09 S 7568 3 150,346
30,398 S4.418 (11,837 72,979
35,029 1,739 1,735) 35,033
574,669 3819 15 578,503
- - 270,256 270,256
135,446 - . 135,446
31,208 66 18,103 49,374
s 870506 S 137061 5 282370 8§ 1291937
s - s - s 1,12 § 1,125
15,649 42,059 (10,92%) 46,783
29,388 18,302 6,338 54,022
140,575 (3,399) (8,302) 123,374
41297 15378 10,275 67,450
40729 . . 40,729
415,569- . 384,687 800,256
. 187,878 187878
189,302 69,721 (288,703) (29,680)
s 872,506 S 137061 § 282370 § 1.291,937
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Twelve Months Ended Decemnber 31, 2003

Reguixtsd All Other
Transmissian First md NP

Distribut Choi liminati Consolidated
Income Statement Dty
Revenue from external customers H 140,193 $ 695300 H - S 835493
Imercompany revezue - 109,295 - (109,295) -
Purchesed power and fzel {67,902) (451,684) 77 (519,509)
Other direct costs (21,858) (210,197) 107,709 (124,346)
Depreciation expense (28.631) (299) 6 (28,936)
Other operating expenses (65,279) (54,090) (7,061) {126,430)
Operating income (oss) 65,818 (20,570) (8,576) 36272
Other income and deductions, net 2,068 83 (€] 2,151
Interest charges (28,399) (1,123) ~ (37,863) {67,885)
Income (loss) before taxes 38,987 (22,005) (46,444) (29.462)
Income taxes ~(13,705) 8,727 16,247 11269
Net mcome (Joss) . 25,282 (13,278) (30,197 (18,193)
Dividends on preferred stock mnd otber - - 22,086 22,086
Income (loss) applicsble to common stock S 25,282 $ (13278) § (52283) § (40279)
Cash Flow Data
Cash received from cusmomers H 246,372 $ 680,715 $ (113,8380) § 813207
Purchased power and foel costs paid {65,640} {425,448) [#3¥3) (491,308)
Nstural gas option premiums paid - (19,642) - (19,642)
Cash paid for payroll and to other suppliers (51,488) (36,031) (7,106) (94,625)
Transmission md distribution charges . (201,658) 112371 (39,287)
Interest and other taxes paid (47,204} (7.762) (33,621 (38,387)
Intercompany dividends, income taxes refunded (paid), and other (12,871) 675 14,793 2,597
Net cash provided by (used in) operations 69,169 (9,151) (27,660) 32,358
Otber investing activities, primarily additions to utiliey plant (44910) (12 718 _(44.524)
Net cashs provided by (vsed in) investing activities _(44.910) (312) 718 (44.524)
Borrowings from (repayments of) credit facilities {171,000) - (563) (171,563)
lssummce of senjor notes, net of discout 248923 - - 243,923
Issumce of term loan under TNP semior credit facility . - - 112,500 112,500
Intercompany dividends (29,400) - 29,400 -
[ntercompany financing - 35,000 (35,000) -
Intercompany borrowing (14,557 14,557 . .
Repayment of term Joan under TNP senicr credit facility - - (71,300) (71,300)
Othex _(1,600) (242) _(3454) _(5:296)
Net cash provided by (used ) financing activities } 32,366 $ 49,315 $ 31,583 $ 113264
Cath and caah equivalents s 56907 .5 45045 5 15836 § 111,788
Accounts receivable 32,443 74,347 (11,303) 54,987
Other current assets 4264 8277 212 12,753
Nex utility plaat 558,618 2788 18 361,424

. . 270,256 270256
Recoverable stranded costs 298,651 - - 298,651
Gther property, regulsiory tax assets and defared charges 30,465 8 2441 52914
Total aesotx T GBL348 5 130465 § 296,060 § 1408773
Current miturities of long-term debt H .. $ - 3 1,128 H 1,125
Accounts psyable 13,302 54,937 (10,360) 57371
Other current Habilities 25914 6,674 6,843 39,431
Deferred purchased power snd fheld costs 40,344 .. . 40,344
Accumulsted deferred imcome taxes and mvestoent tax credits 170,626 | (5,472) (9.813) 155341
Regulxtory Hability - socrued cost of removal 38,218 ; - . 38,218
Defesred crmdits 2,339 15,928 13518 52,283
Long-term debe, less corrent maturities 423,626 - 385813 809,439
Redeemmble cumulative preferred stodk - . - 162,538 162,538
Common starebolder's equity 245,979 53,400 (252,204) 52,178
Total liabilities and sharebolder's oquity $ 981348 § 130465 § 296960 S 1408773
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As of December 31, 2004, TNP has assigned approximately $178.7 million of goodwill to the Regulated Transmission
and Distribution segment and approximately §91.6 million to First Choice.

Note 12. Commitments and Contingencies

Energy Supply

Constellation Agreement. Tn 2003, First Choice and Constellation executed a three-year power supply egreement that
resulted in Constellation being the primary supplier of power for First Choice’s customers through the end of 2006. The
agreement included provisions that provided First Choice with sufficient credit for its operations. First Choice implemented
the new agreement with Constellation m three phases. Phase one began and ended in 2003. Phase two of the agreement
began m December 2003 and ended on June 1, 2004. On that date, phase three commenced and First Choice transferred all
of First Choice’s customers and receivables into a bankruptcy remote subsidiary, First Choice Power Special Purpose, LP.
(FCPSP), which operates as a retail electric provider, as discussed in Note 3. Firat Choice tock this action to comply with the
PUCT order issucd on March 16, 2004 that authorized the transfer of customers to FCPSP,

 FCPSP holds all customer contracts and wholesale power and certain natural gas contracts previously held by First
Choice. Constellation received a lien against the assets of FCPSP, including billed and mbilled receivables, all cash of
FCPSP, customer contracts, and the equity of FCPSP, to cover the settlement exposure and mark-to-market exposure rather
than requiting FCPSP to post alternate collateral for purchase power supply.: In addition, FCPSP is restricted by covenants
that limit the size of FCPSP's unhedged market positions and require that sales by FCPSP retain a positive retail margin. The
agreement does not, however, permit Constellation to demand additional collateral irrespective of its credit exposure under
the agreement. If, however, a change in electricity or gas forward prices increases Constellation's credit exposure to FCPSP
beyond a limit based on Constellation's liens in cash and accounts receivable, Constellation will have no obligation to supply
additional customers of FCPSP unless FCPSP provides letters of credit or other collateral acceptable to Constellation, and
FCPSP will be constrained in its ability to sign up additional customers until that credit shortfall is corrected. In comnection
with the formation of FCPSP, Caonstellation released TNMP from its $25 million guarantee of certain power supply
obligations of First Choice.

Phase three commitments to supply power for new customers will continue until December 31, 2006, although
Consteliation has agreed to supply power in certain transactions under the agreement beyond the danewhenﬁmtcommmmnt
expires. FCPSP may terminate the agreement upon 30 days prior notice to Constellation, for any reason, but the agreement
and all lisns securing the agreement remain in effect with respect to transactions entered into prior to the termipation, until
both parties have fulfilled all of their obligations with respect to such transactions or such transactions have been terminated
for default or certain reasons related to regulatory changes. Provisions of the power supply agreements that by their terms
survive terminations would expire on their original expiration dates.

As a result of the agreement, First Choice has secured supply to serve all of its forecasted commitments to existing price-
w-beat and competitive customers through 2006. First Choice bas secured fixed price supply for fixed price sales contracts
for approximately 86 percent of its competitive load though 2006. For the remaining competitive load, First Choice has
secured supply at rates that fluctuate with. natira] gas prices. First Choice has the ability, on 45 days notice, to change the rate
billed to these competitive customers. First Choice has locked in prices for price-to-beat customers’ supply through May
2005, and has secured the remaining supply to serve its forecasted commitments to price-to-beat customers through 2006 at
prices that currently vary with monthly natural gas prices. Tomugatedaenskofchmgatomonthiynm:alzaspncd, First
Choice has the ability to file with the PUCT to change the price-to-beat twice each year, in the event of significant changes in
natural gas prices, or use financial mstruments, as discussed previonsly.

New Mexico. TNMP's power requirements in New Mexico are supplied by PNM under a long-term wholesale power
contract that expires in December 2006. In addition to providing power supply, PNM acts a3 TNMP’s agent to procure,
scheduie and dispatch wholesale power on TNMP’s behalf throughout the term of the contract.

Take or Pay Obligations. At December 31, 2004, TNMP and First Choice had various outstanding commitments for take
or pay provisions in their energy supply agreements with PNM and Constellation, respectively. Detailed below are the fixed

and determinabie portion of the obligations (amounts in millions):

2005 2006 2007 2008 2009
Purchasedpowerggmqnmts $ 2557 % 2199 §$. 170 s - S -
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Legal Actions

Environmental Site. In October, 2003, the Texas Commission on Environmental Quality (TCEQ) notified approximately
50 companies, including TNMP, that releases of hazardous substances had been documented from a site owned and operated
by a vendor with whom those companies did business. TNMP purchased transformers from the vendor and also sent some
transformers to the vendor for repair and/or disposal. The owner and operator of the site has filed for bankruptcy and the site
is under the control of the bankruptcy trustee. In August 2004, 15 of the companies identified by TCEQ as potentially
responsible parties (PRPs), including TNMP, formed an initial working group to manage the remediation efforts and
determine the allocation of responsibility among the PRPs. As a result of the initial allocation of responsibility, TNMP
recorded a liability of $0.6 million for its share of the clean up of this site in 2004.

Other
TNP and TNMP are involved in various claims and other legal proceedings arising in the ordinary course of business. In

the opinion of management, the dispositions of these matters will not have a material adverse effect on TNP’s and TNMP’s
consolidated financial condition or results of operations.

Note 13. Selected Quarterly Consolidated Financial Data (unaudited)

The following selected quarterly consolidated financial data for TNP is unaudited, and, in the opinion of TNP's
management, is a fair summary of the results of operations for such periods:

Quarter Ended
March 31 June 30 September 30 December 31
(In thousands)
- 2004
Operating revenues § 162,150 $ 177,504 S 216,637 3 162,589
Net operating income (loss) 21,738 26,868 43,696 16,914
Income (loss) before extraordinary item (2,247) 823 11,556 12,101
Extraordinary item - (97,836) - -
Net income (loss) (2,247) (97,013) 11,556 12,101
Quarter Ended
March 31 June 30 September 30 December 31
(In thousands)
2003 ' '
Operating revenues § 183,721 $223,525 3 252,687 $ 175,560
Net operating income (loss) (19,203) 15,999 34,512 4,964
Net income (loss) (20,025) (1,018) 10,516 (7,666)

Generally, the variations between quarters reflect the seasonal fluctuations of the businesses of TNMP and First Choice.
In the second quarter of 2004, the TNMP recorded an exgaordinary loss of $97.8 million as discussed in Note 3.
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE,

. None.
Item 9A. CONTROLS AND PROCEDURES.

As of December 31, 2004, the Chief Executive Officer and Chief Financial Officer of TNP evaluated the effectiveness of
the companies’ disclosure controls and procedures pursuant to applicable Exchange Act Rules. Based upon that evaluation, the
Chief Executive Officer and Chief Financial Officer of TNP have each conctuded that these disclosore controls and procedures
are cffective in timely alerting them to material information relating to the company (incuding its consolidated subsidiaries)
tharxsreqmredtobemcludemeNPspenodeECﬁhngs :

TherewerenomgmﬁcantchangesmTNPsmmmalconmlsminotherfactomthatcouldsigmﬁcanﬂyaﬁecﬂhaewmls
for the quarter ended December 31, 2004, :

PART IO
Item 10, DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
Directors

Michael E. Bray, 57 became President and Chief Operating Officer of TNP on January 19, 2004. He became a director
of TNP on January 14, 2004. He became a director of TNMP and Chairman of First Choice on February 4, 2004. From July
2000 until September 2003 he was President of PPL Electric Utilities and Vice Chair of PPL Gas Utilities, electric and gas
utilities based in Allentown, Pennsylvania. From April 2000 to July 2000 he was Senior Vice President of PPL Electric,
From February 1999 to April 2000 he was President and Chief Executive Officer of Consolidated Edison Development, Inc.,
a power generation subsidiary of Consolidated Edison Company of New York, New York. From March 1997 to February
1999 he was Senior Vice President - Electric Business Unit of Long Island Lighting Company (LILCO).

Gerald L. Brodsky, 56, became 2 director of TNP on January 14, 2004. Mr. Brodsky is a consultant with over 30 years
experience. He has been a partner in the Corporate Finance Practice at Bates White LLC, a consulting firm, since October
2003. He was Chief Operating Officer/Director of Investment Banking of Harmonic Research, Inc., a securities firm, from
January 2000 until June 2003. He was a director and an officer of Ultra Fast Optical Systems, Inc., 8 private portfolio '
company engaged in the developmeat of photonic telecommumications equipment from 2000 until 2002.

William J. Catacosinos, 74, has been Chairman and Chief Executive Officer of TNP since the closing of the ST Corp.

Merger in April 2000. In addition, he was President of TNP from April 2000 until January 2004. He is also a member of

- TNMP's board of directors. Since November 1998, Dr. Catacosinos has served as Managing Partner of Laurel Hill Capital

Partners. Dr. Catacosinos was Chairman and Chief Executive Officer of LILCO from Jamuary 1984 to July 1998. Dr.

Catacosinos is a director of Preservation Sciences, Inc., of Fort Lauderdale, Florida, a company that researches and

manufactures preservation technologies and products used with food, beverage and industrial products, and International
Coa.l Group of New York, New York, a publicly held coal company.

James T. Fiynn, 7l,becameadirectorofTNMPa:ﬂnctimeofﬂJe ST Corp. Merger in April 2000 and of TNP in
November 2000. Mr. Fiynn, prior to his retirement, was President and Chief Operating Officer of LILCO from December
1996 to January 1999,

Kenneth S. Grossman, 48, became a director of TNP on May 8, 2002. Mr. Grossman has been in the investment
mapagement business for more than five years. He bas served as Managing Director of Alpine Associates, an investment
management firm since October 1999, He was Executive Vice President of Imperial Capital, an investment management
firm, from April 1999 to September 1999, and a principal of his own investment management firm from January 1998 until
March 1999. Mr, Grossman has been director of Evercom, Inc., a provider of jail and prison inmate phone systems and
t;'cémoiogy based in Irving, Texas, since March 2003, and a chxector of Elot, Inc., a software manufacturet, since January

3.

David Kehler, 56, became a director of TNP on May 8, 2002. Mr. Kehler has been an independent consultant since
February 2000, and Managing Director of Government Procurement Advisors, LLC, since December 2002. From February
1994 until January 2000, he was Associate Deputy State Treasurer of the State of New Jersey.

Leeam Lowin, 59, became a director of both TNP and TNMP at the time of the ST Corp. Merger in April 2000. For the
past 36 years, Mr. Lowin has been an investrent manager for private accounts. From 1984 to 1998, Mr. Lowin served as 2
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consultant to LILCO. From July 1992 to March 1996, he was a member of the board of directors of AEL Industries and
managed the sale of that company to Tracor.

James O'Brien, 58, became a director of TNP on May 8, 2002. Mr. O'Brien has been president of Bare Cove Financial,
a consulting firm, since June 1998. From September 1986 until December 1998, Mr. O'Brien was Vice President and
Principal of Beacon Hill Financial, an investment banking firm. Mr. O'Brien also has served as a director of Cyterra Corp.,
8 privately-held security company, since August 2001,

Steven Shulman, 63, wes clected a director on January 14, 2004, Mr. Shulman is an investment banker with over 30
years of experience. Since 1985, he has been an investment banker through his wholly owned company, the Hampton Group,
Inc. Since 1997, Mr. Shuiman has been Chairman and Chief Executive officer of Terrace Food Group, Inc., 8 produce and
dairy products distributor. He was Chairman of Wilshire Restaurant Group, a wholly owned subsidiary of Marie Callendar
Pie Shops, Inc., from 1989 until 1999. He serves as a director of Ark Restaurants Corp., a8 NASDAQ listed restaurant
company; Beacon Capital Partners, Inc., a privately held real estate firm; C31, Inc., a privately held service company; The
General Chemical Group, Inc., a NASDAQ listed commodity chemical compeny; Paragon Technologies, Inc., an American
Stock Exchange listed material handling company; PlasmaSol Corp., a privately held venture capital firm; Terrace Food
Group, Inc., a privately held food service company; and Transportation Technclogies Industries, Inc., a privately held
manufacturer of truck components. He also serves as Vice Chairman of the Board of Stevens Instimute of Technology.

Committees and Meetings
’I'NP_’s Boerd of Directors maintains the following two standing committees.

®  Audlt Committee. This committes oversees the financial reporting process; reviews the annual and quarterly financial
statements; recommends to the full board the appointment of the independent accountants and evaluates their
performance and fees charged; reviews the internal audit function; meets with the independent accountants and with
appropriate financial personnel and internal auditors regarding corporate financial reporting, accounting procedures and
controls, risk management and the scope of internal and independent audits; and evaluates officers’ compliance with
ethics policies, national and state laws and regulations related to securities, criminal conduct and the environment
Mesars, Flynn, Grossman, Kehler and Lowin are the members of the TNP Audit Committee, and Mr. Flynn is its chair.
The Board of Directors has determined that all members of the Audit Committee are financial experts (as defined by the
Securities and Exchange Commission).

o Compensation Committee. This committee reviews the performance of the Company’s officers and establishes the
apprupriate level of base compensation ranges and specific base salaries within such ranges for the officers who report to
the Chief Executive Officer; recommends actions with respect to adoption, amendment, administration or termination of
compensation, welfare, benefit, pension and other plans related to compensation of employees; reviews the terrns and
conditions of all employes benefit plans; establishes performance goals for all incentive compensation plans and
designates participants in incentive compensation plans for mansgement; oversees the management organization; and
makes recommendations to the full board with respect to directors’ compensation. Messrs. Flynn, Lowin and O'Brien
comprise the Compensation Committee of TNMP, and Mr. Lowin is its chair.

Dun.ng 2004, TNP's board of directors held ten meetings. The Audit Committee held four meetings and took action by
unanimous consent once. The Compensation Comimittee held three meetings. All directors attended at least 75 percent of
the meetings of the Board of Directors and committees on which they served during 2004.

Director Compensation

Each non-employee director receives an annual retainer of $30,000 from TNP. Non-employee directors of TNMP also
receive an annual retainer of $20,000 from TNMP xfthcyarcnotalsoTN'Pdueaors.'I'Nderectorswhomalso'le
directors receive a $5,000 annual retainer from TNMP. Non-employce managers of First Choice Power GP, LLC, the general
partner of First Choice, (First Choice GP) receive an annual retainer of $20,000. Each non-employee director or manager of
TNP, TNMP and First Choice GP receives a fee of $1,250 for each meeting of the TNP, TNMP and First Choice GP board
and committees attended. Directors and committee members are also reimbursed for travel and other incidental expenses :
incurred in connection with their duties. Directors who are employees receive no additional compensation for scrvmg a8
directors.

Compensation Committee Interlocks and Insider Participation

No Compensation Committes member is a director of or serves on the compensation committee of an entity that has an
executive officer serving on TNP's Board of Directors or Compensation Comruittee.

Executive Officers
The information set forth under “Employees and Executives” in Part 1 is incorporated here by reference.
60
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Code of Ethics

TNP, 'INMPandFustChomehaveadoptedanemmspohcytharapphmwaﬂofmczrmspecuvecmployees A copy of

the policy was filed with the 2003 Form 10-K.
Item 11. EXECUTIVE COMPENSATION

The following table summarizes the compensation paid to the Chief Executive Officers of TNP and TNMP and the
other most highly compensated executive officers of TNP and TNMP (the ‘“‘Named Executive Officers”) for services .

rendered in all capacities to TNP, TNMP and their affilisted companies during 2002, 2003 and 2604,
' Annual Compensation

. Name & Principal Position®™ .
William J. Camcosinos, Chairman and
Chief Executive Officer of TNP

Michael E. Bray, President and Chief
’ Operating Officer, TNP @
Theodore A. Babcock, Chief Fmanc:al
Officer, TNP

Kathleen M. Marion, Corporate
Secretary, TNF - -

Jack V. Chambers, Chairman, President
and Chief Executive Officer of TNMP

Manijit S. Cheema, President, First
Choice and Treasurer, TNP

Year
2004
2003
2002

2004

2004
2003
2002
2004
2003
2002
2004
2003
2002

2004

2003
2002

All Other
alary® Bonus“’ Compensation™

31 609,616 . $155,462-
1,550,000 - 137,275
1,519,231 $386,638 145,796
§424,039 $150,000 $ 6,150
$265,499 - $23,267
248,146 335,366 11,461
241,228 60,571 - 12,709
$115,434 - . $ 4227
107,390 $15377 4,781
104,882 26,335 53810
$394,616 - § 7,858
380,000 $276,831 6,914
380,000 371,831 10,577
$274,154 - $ 9,655
264,000 $231934 8,286
264,000 307,167 11,058

(1) The Named Executive Officers of TNP are Dr. 'Camcomnos, Messrs. Bray and Babcock and Ms. Marion. Messes,

Chambers and Cheema are the presidents of the principal operating subsidiaries of TNP. Ms. Bray joined TNP January

19, 2004,
(2) Mr. Bray joined TNP on January 19, 2004..

(3) The 2004 amounts shown in this column reflect that, due to the biweekly pay schedule, one additional salary payment

was made during 2004.

(4) The 2004 amounts shown in this column for Mr. Bray is the bonus pasyable to Mr. Bray undcr his -employment
" agreement. None of the Named Executive Officers received incentive compensation under the TNP, TNMP oanst
Choice incentive compensation plans relating to 2004. .

(5) The amounts in this cokumn consist of the following items eammed or paid during the year noted: (a) company contributions .
to TNMP*3 401(k) plan; (b) premiums for group life insurance paid by the Company (none of the Named Executive Officers

has any cash valus rights related to such insurance); and (c) cash paid in lieu of unmsed personal time off (PTO) for the

preceding year. The table below describes such amounts paid out or earned during 2004. In addition, the amounts for Dr.

Catacosinos include the costs of providing a car and driver pursuant to his employment agreement. In 2004, 2003 and 2002

those costs were $92,424, $83,289 and $80,167; respectively.

401(k)

Plan
Dr. Catacosinos $6,150
Mr. Bray 6,150
Mr. Babcock 6,150
Ms. Marion 3,463
Mr. Chambers 6,150

Mr. Cheema ‘ 6150

61

Lite Insurance  Unused PTO

Premiums
$42,024

764
764
1,708
3,505

Payment
$14,904

16,353
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Pension Plan

The pension plan is a noncontributory defined benefit plan. Effective October 1, 1997, TNP amended its pension plan to
change it to a cash balance retirement plan. As amended, the pension plan provides benefits based on an account balence.
Empioyees who, as of October 1, 1997, were at least 55 years of age, or were at least 50 years of age and had at least 10 years of
service, can be “grandfathered” in the prior pension plan, and will receive benefits under the plan that provides the greater
retirement payments.

The amended pension plan bases is benefits on an employee’s account balance when he or she retires or leaves the
company. An employee’s initial account balance was based on his or her accrued pension benefits under the pre-amendment
plan or at the time of his or her employment. The account balance grows as TNP adds benefit credits consisting of a
percentage of compensation and interest credits based on one-year Treasury constant maturities rates. All employees are
cligible to participate in the pension plan. All Neamed Executive Officers participate in the pension plan, as amended.
Participants may receive plan benefits as an annuity or as a lump sum. '

The following table lists the estimated annual benefits payable at normal retirement age for the Named Executive
Officers, which are based upon the current qualified pay limits ($210,000 in 2005) projected forward, if such officer elects to
receive plan benefits as an annuity. Benefits based upon pay above the qualified pay limits are nonqualified and are paid
from the Excess Benefit Plan, discussed below. .

) Pension Plan Excess Benefit Plan

Name Total Annuity Annuity - Annuity
William J. Catacosinos $51,000 $ 6,000 $45,000
Michael E. Bray 22,000 10,000 12,000
Theodore A. Babcock 42,000 28,000 14,000
Kathleen M. Marion - 18,000 18,000 -
Chambers, Jack V. 86,000 47,000 39,000
Cheema, Maniit S. 59,000 35,000 24,000

The empioyees of the subsidiaries of TNP are also participants in the Pension and Excess Benefit Plans.

Employment Contracts and Termination, Severance and Change of Control and ;A.rrangements

Dr. Catacosinos, Messrs. Bray and Babcock and Ms. Marion, the Named Executive Officer of TNP, are each employed
pursuant to a written employment agreement.

William J. Catacosinos. Dr. Catacosinos is employed by TNP as its Chairman and Chief Executive Officer pursuant to
an employment agreement dated as of April 7, 2000. The term of his agreement is  thres years, and such term shall
automatically be extended for an additional one year period on each ammiversary date of the agreement, unless either Dr.
Catacosinos or TNP gives notice to the other at least 90 days prior to any such anniversary datc that the Agreement term, as
then extended, shall not be extended beyond its then automatically extended term.

Under his agreement, Dr. Catacosinos is to receive an annual base salary of not less than $1,550,000 per year. He is
entitled to participate in all incentive, pension, retirement, savings, 401(k) and other employee pension benefit plans and
programs that TNP and/or TNMP maintains from time to time for the benefit of its senior management exccutives. He is
also entitled to participate in all of TNP’s and TNMP's other compensation and employes benefit plans or programs and to
receive officer perquisites. : . :

If Dr. Catacosinos resigns for Good Reason (including a change in control) or is terminated without Cause (as his
agreement defines such terms), e will be entitled to receive his base salary at the rate then in effect for a period of 18
months after the termination. Such termination or resignation would require 30 days prior written notice to the affected
party. If Dr. Catacosinos is terminated for Cause or resigns without Good Reason, he would receive his base salary then in
effect through the date of his termination. If he dies or becomes Disabled (as his agreement defines the term), Dr.
Catacosinos, his estate or his'legal representative, as the case may be, would be entitled to receive his base salary at the rate
then in effect for a period of six months from the date of termination. In each instance, Dr. Cameosinoswouldalsok.)e
entitled to any base salary that has accrued but is not yet paid as of the termination date, immediate payment of any unpaid
compensation due to him as of the termination date, reimbursement of all reascnable business expenses incurred but not yet
paid, payment for all unused accrued vacation days, and any other compensation and benefits paysble pursuant to any
applicable TNP and/or TNMP plans or programs.

Page 98
62



Mr. Babcock and Ms. Marion. Mr. Babcock and Ms. Marion's employment agreements with TNP, which expire March
16, 2006, specify their positions, duties, and set the compensation and benefits provided to each during the agreement term.
Each agresement specifies that the executive will receive a minimum level of compensation during each year of the
agreement's term and participate in all company benefit plans. The minimum compensation for Mr. Babcock is $230,000
and for Ms. Marion is $100,000. This compensation will consist of:

¢  An annual base salary.

e An annual incentive bonus ranging from 0 percent to 37.5 percent of the executive’s base salary based on the
executive’s attainment of certain pre-established financial and operational goals, and subject to employment
through the end of the relevant calendar year, The target anmual incentive bonus will be equal to 25 percent of
base salary in each case.

Each agreement providss that if the company terminates the executive for any reason other than Cause or if the executive
resigns for Good Reason (as each agreement defines such terms), he or she will be entitled to the greater of either (a) a
continuation of the executive's then-current annual salary for a period of 18 months, and any amnual incentive bonus that
becomes payable during the 18 month period, pro-rated for any partial year, or (b) a lump sum payment equal to the then
current annual salary divided by twelve and muitiplied by the total number of months between the date of termination and
the termination date of the agreement, plus an amount equal to the incentive compensation for the year in which the
termination occurs, pro rated for the number of months employed dunng that year. In addition, each executive would be
vested in the pension beefit and entitled to credit on his or her pension plan accruals based on his or ber amnual salary
immediately prior to termination applied to the months between such termination and March 15, 2006.

If there is a change of control, and the executive is terminated without Cause or terminates his or her employment for
Good Reason, the executive will be entitled to a lump sum payment equal to three times the executive's then current annual
salary and medical ingurance for three years at a cost to the executive equal to that paid by TNMP employees. The lump sum
would be grossed up by the amounts of any excise taxes payable on such lump sum, pursuant to Section 4999 of the Internal
Revenue Code, and any additional excise and income taxes that result from such gross up payment.

Mr. Bray. TNP entered into a three-year employment agreement with Michael E. Bray as of January 19, 2004. Mr. Bray's
employment agreement provides that:

¢ during each year of his agreement's term, he will receive 2 base salary of at least $450,000 and an annual
incentive bonus of between 0 percent and 37.5 percent of his base salary, based on the attainment of financial
and operational goals to be established at the beginning of each year. Mr. Bray's incentive bonus m 2004 shall
be not less than §150,000.

+  if TNP terminates him for any reason other than Canse orlfhcrsxgns for Good Reason (cachta'm is defined
in his employment agreement), he will be entitled to receive either:

e 3 lump sump payment equel to the continuation of his then-current annual salary for a period of 18
months, plus an amount equal to the incentive compensation for the year in which the termination
occurs, pro rated for the number of months employed during that year, or

e alump sum payment equal to his then current annual salary divided by 12 and multiplied times the
total number of months between the date of termination aund expiration of the agreement, plus an
amount equal to the incentive compensation for the yéar in which the termination occurs, pro rated for
the number of months employed during that year; and

e medical insurance at a cost equal to that paid by TNP employees for the greater of (a) 18 months or (b)
the period from the termination until the expiration of the agreement.

e if Mr. Bray is terminated without Cause or terminates his employment for Good Reason in the eveat of a
change of control of TNP, he will be entitled to a lump sum equal to three times his then current annual salary,
and medical insurance for three years at a cost to him equal to that paid by employees of TNMP. The lump
sum would be grossed up by the amounts of any excise taxes payable on such lump sum, pursuant to Section
4999 of the Internal Revenue Code, and any additional excise and income taxes that result from such gross up
payment.

» if Mr. Bray is terminated for amy reason other than Cause, he will be vested in the pension benefit and entitled
to credit on his pension plan accruals based on his annual salary immediately prior to termination applied to the
months between his termination and January 1, 2007

Mr. Cheema and Mr. Chambers. TNMPhasagrwdtoptowdeMr Cheexna(orhxsmtam,mﬂl:cvcntofhm death)
with an additional lump sum retirement benefit equal to $700,000 if his employment with First Choice is terminated for any
reason. TNMP bas also agreed to provide Mr. Chambers (or his estate, in the event of his death) with an additional lump
sum retirement benefit equal to $848,677 if his employment with TNMP is terminated for any reason. Mr. Cheema and Mr.
Chambers have each also entered into a change of control agresment, as described below.
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Change of Control Agreements. Mr. Chambers and Mr. Cheema have each entered into a change of control agresment.
Under such agreements, if, within the period beginning 90 days prior to and ending 365 days after a change of control of
TNP Enterprises, First Choice or, in the case of Mr. Chambers, TNMP, the officer’s employment is terminated without Cause
(as the agreements define such term) or the officer resigns following a significant change in duties, responsibilities, authority,
title, reporting responsibilities, compensation or benefits, then the officer would become eatitled to receive:

(a) an amount equal to the officer's (i) unpaid annual base salary and accrued vacation pay through the effective date of
termination, plus (ii) the targst annual bonus under the TNMP or First Choice short-term incentive plan then in
effect, pro-rated for the completed portion of the then-existing fiscal year;

(b) a lump sum equal to-three times the officer’s annual base salary; such amount would be grossed up by the amounts
of any excise taxes payable on such lump sum, pursuant to Section 4999 of the Intzrnal Revenue Code of 1986, and
any additional excise and income taxes that result from each gross up payment; and

(c) health and dental insurance at 3 cost 0 such officer equal to that paid by other TNMP or First Choice employees for
a period of three years,

If the officer is terminated for Cause, or terminates his or her employment other than for the reasons giving rise in
the change of control benefits, the officer will not receive any change in control benefits, In addition, each officer will be
entitled to receive the benefits described in paragraphs (b) and (¢}, above only if the officer executes a release i such form as
the officer's employer would require releasing the employer from any and all further liability in connection with such
termination, and such release becomes effective by its terms. '

Each agreement shall terminate upon the earliest of (a) the date that all obligations of the parties to the respective
agreement have been satisfied; (b) the date, prior to a change of control, that the officer is no longer employed by TNMP or
First Choice; (c) the second anniversary of a change of control; and (d) April 7, 2006, the third anniversary of the effective
date of the respective agreements. ‘

Report on Executive Compensation of TNP Compensation Committee

The TNP Compensation Committee oversees ail executive compensation matters of TNP. Messrs. Flynn, Lowin and
OBrien were members of the Committee during 2004. This report describes the Committes’s compensation policies
applicable to TNP’s executive officers during 2004.

Employment Agreements. The Named Executive Officers of TNP are compensated in accordance with their respective
empioyment agreements,

Dr. Catacasinos' employment agreement wes in place when the Committes was formed in 2000. The Committze
approved employment agreements for Mr. Babcock and Ms, Marion during 2001, and for Mr. Bray in connection with the
commencement of his employment in 2004,

The terms of these employment agreements are described in more deteil in this Annual Report at “Executive
Compensation-Employment Contracts and Termination, Severance and Change of Control Arrangements.”

Incentive Compensation. Each Named Executive Officer is eligible to receive an annual incentive bonus under the terms
of his or her employment agreement. This banus may range from 0 percent to 37.5 percent of the officer’s base salary, and is
based on the attainment of certain pre-established fimancial apd operational goals. It is also subject to the officer’s
employment with TNP through the end of the relevans year. . .

TNP paid no incentive bomuses for the 2004 performance period, since neitber TNMP nor First Choice achieved the
threshoid financial performance goals, which were required to be achieved as a condition to the payment of any incentive
bonuses based on EBITDA financial goals. The performance measures for TNP employees were the same measures used in
.the TNP and TNMP Management Short-Term and Broad-Based Incentive Compensation Plans, The performance measures
include (i) a financial measure of earnings before interest, taxes, dividends and amortization (EBITDA) for TNMP and First
Choice, (ii), TNMP operational performance measures of customer satisfaction, system reliability and safety, and (lii) First
Choice operational performance measures of customer satisfaction, customer retention, collections, billing accuracy and
customer responsiveness.

During the year, TNP matches its employess’ 401(k) contributions in amounts up to 3 percent of their base salaries, or a
maximum of $6,150. It also makes an additional matching contribution to the 401(k) retirement pian based on the same
finencial performance measure used m the TNP and TNMP Management Short-Term and Broad-Based Incemtive
Compensation Plans. No incentive matching contributions were made with respect to 2004,
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Compensation of TNP Chairman and Chief Executive Officer.

TNP compensated Dr. Catacosinos in accordance with the terms of his employment agreement, which is described in this
Annual Report under “Executive Compensation — Employment Contracts and Termination, Severance and Change of
Control Arrangements.” His agreement sets forth the base salary that he received during 2004. Under his agreement, he is
entitled to participate in all incentive, pension, retirement, savings, 401(k) and other employee pension benefit plans and
programs that the Company and/or TNMP maintain for the benefit of TNMP's senior management executives, and at the
same levels and on the same terms as do TNMP senior management executives, Because peither TNMP nor First Choice
achieved its EBITDA financial goal, Dr. Catacosinos did not receive any mcentrve compensation payments with respect to
2004.

Internal Revenue Code §162(m).

Internal Revenue Code Section 162{m) limits tax deductions for executive compensation to $§1 million. There are several
exemptions to Section 162(m), including one for qualified performance-based compensation. To be qualified, performance-
based compensation must meet various rcquiremcms, mcluding shareholder approval. The Committee’s policy with respect

to the deductfblhty limit of Section 162(m) generally is to preserve the federal income tax deductibility of compensation paid
when it is appropriate and is in the best interests of TNP and its sharcholders. However, the Committee reserves the ng.ht to
authorize the payment of nondeductible compensation if it deems that such action is appropriate.

TNP Compensation Committee
James T. Flynn
Leeam Lowin, Chair
James W. O'Brien
The Joint Compensation Committee Report on Executive Compensation will not be deemed incorporated by
reference by any general statement incorporating this report by reference into any filing under the Sécurities Actof

1933 or the Securities Exchange Act of 1934, except to the extent that TNP or TNMP specifically incorporates the
information by reference.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

SW Acquisition owns 100 percent of the common equity interests of TNP. The following table sets forth the
beneficial ownership of TNP as of the date of this report.

Percent of
Name of Beneficial Owner Class
SW Acquisition (1) 100.0%
William J, Catacosinos (2) . 100.0%
Michae] E. Bray(3) ] » 0.0%
Gerald L. Brodsky(3) 0.0%
James T. Flynn(3) 0.0%
Kenneth S. Grosaman (3) 0.0%
David Kehier (3) 0.0%
Leeam Lowin (3) . 0.0%
James O'Brien (3) . T 0.0%
Steven Shulman (3) 0.0%
Theodore A. Babcock(4) 0.0%
Kathieen A. Marion(4) ' : 0.0%
Jack V. Chambers(3) : 0.0%
Manyjit S, Cheema(3) - 0.0%
All directors and officers
as a group (2) 100.0%

(1) The business address of SW Acquisition is 2 Robbins Lane, Saite 201, Jericho, New York 11753,

(2) Dr. William J. Catacosinos, who controls SW I Acquisition GP, L.P., the general partner of SW Acquisition,
. may also be desmed to have beneficial ownership of the equity: interests reported in the table. The business
address of Dr. Catacosinos is 2 Robbins Lane, Suite 201, Jericho, New York 11753.

(3) The address for Messrs. Bray, Brodsky, Flynn, Grossman, Kehler, Lowin, O'Brien, Shulman, Chambers and
Cheema is 4100 International Plaza, Fort Worth, Texas 76109.

{4) The address for Mr. Babcock and Ms. Marion is 2 Robbins Lane, Suite 201, Jericho, New York 11733,
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Neither TNP nor any of ifs subsidiaries has any compensation plan, including individual compensation
arrangements, under which TNP equity securities are authorized for issuance,

Changes in Control. On Juty 24, 2004, SW Acquisition, L.P., the sole holder of TNP common stock, entered into
an agreement (Stock Purchase Agreement) to sell all of the outstanding common stock of TNP to PNM Resources for
approximately $189 million comprised of equal amounts of PNM Resources common stock and cash. PNM Resources will
also assume approximately $835 million of TNP's net debt and senior redeemable cumulative preferred stock (preferred
securities),

Under the terms of the agreement, TNP's common shareholder will receive consideration, consisting of
approximately 4.7 million newly issued PNM Resources shares and the remainder being paid in cash, subject o closing
adjustrents. PNM Resources shares were valued at $20.20 on the date the agreement was entered into. The final sale price
will be based on the share price on the day of closing. PINM Resources shares closed at $26 24 on February 28, 2005. The
existing indebtedness and preferred securities at TNP will be retired. All debt at TNMP, TNF's wholly-owned electric utility
subsidiary, will remain outstanding.

The transaction is subject to certain conditions, including, to the extent they are required, receipt of necessary orders
or other actions by the Public Utility Commission of Texas (PUCT), New Mexico Public Regulation Commission (NMPRC),
the Federal Energy Regulatory Commission (FERC) the Securities and Exchange Commission (SEC) and clearance under
applicable federal anti-trust statutes.

The transaction is also subject to certain rights of termination by each party, including rights of termination in the event that
required reguistory action is denied or not seceived. The Stock Purchase Agreement may also be terminated if the closing
has not occurred on or prior to December 31, 2005,

Jtem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

At the time of the ST Corp. Merger, and in accordance with the SW Acquisition limited partmership agreement, TNP and
Laure] Hill entered into a Management Services Agreement under which TNP engaged Laurel Hill as its agent to provide
certain management and financial advisory services to TNP. These services include an assessment of TNP's competitive
environment, development and implementation of a strategic plan, asscssment and implementation of financing strategies,
development and implementation of operating budgets, development and implementation of marketing and sales mxuatrvu,
regulatory advice, and other advice relating to the enhancement of shareholder value, all for the purpose of assisting TNP in
developing and executing its long-term business goals and strategy. During the term of this agreement through March 2004,
TNP paid Laure] Hill an annual fee of $1,200,000, payable in monthly installments. Beginning April 2004, this amount was
reduced to an annual fee of $250,000. This agreement had a three-year initial term that expired in 2003, and now
automatically renews for successive one-year terms. Either party may terminate the agreement upon written notice to the
othapartyBO dayspnortodaccndofeachrencwaltam. It provides that TNP will indemnify Laurel Hill, its agents and the
companies controlling Laurel Hill for losses arising out of the Agreement or Laure! Hill's duties thereunder. Dr. Catacosinos
md:eMamgerofLaurel}ml,Mr Babcock its Managing Director and Ms. Marion is its Executive Administrator. Laurel
Hill is a limited partner of SW Acquisition. PNM Resources has indicated that they do not intend to renew the agreement.”

TNP paid fees to the original limited partners of SW Acquisition of $1 million in each of 2004 and 2005 for advisory
services rendered in 2003 and 2004, pursoant to provisions of the SW Acquisition limited partmership agreement.

Item 14, PRINCIPAL ACCOUNTING FEES AND SERVICES

The following table shows the fees paid or accrued (in thousands) by TNP for the audit and other services provided by
Deloitte & Touche LLP for the years ended December 31, 2004 and 2003.

2004 2003
Audit fees™ s 467 K 380
Audit-related Fees® 28 40
Tax fees® 5 5
All other fees 0. 131
Total s 500 S 556

. The Audit Committee ‘must pre-approve audit-related and non-audit services not prohibited by law to be performed by TNP's
independent auditors. The Audit Committee pre-approved all audit-related and non-audit services in 2004 and 2003.
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(1) Audit fees represent fees for professional services provided in connection with the andit of our finencial statements and review of our
quarterly financial statements and audit services provided in connection with other statutory or regujatory filings.

(2) Audit-related fees consisted primarily of accounting consxﬂtaﬁons,.emp)oyec benefit plan sudits, and other attestation services.

(3) Includes fees for tax compliance, tax planning and tax advice.

.(4) All other fees principally include risk assessment services related to First Choice Energy supply.

PART IV
‘ Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM §-K
{a) The following financial statements are filed as part of this report:

4 - Page

Independent Anditors’ Report 32
INP ‘ '
Consolidated Statements of Incomie, Three Years Ended December 31, 2004 33
Consolidated Statements of Cash Flows, Three Years Ended December 31, 2004 34

~ Consolidated Balance Sheets, December 31, 2004, and 2003 35
Consolidated Statements of Capitalization, December 31, 2004, and 2003 36
Consolidated Statements of Common Shareholders’ Equity, Three Years .

Ended Decamber 31, 2004 7

Reports on Fomn 8-K:

* TNP filed an 8-K dated November 4, 2004 to repart the issuance of its third quarter 2004 Eamings Release.

e TNP filed an 8-K dated February 8, 2005 to report the execution and filing of the Stipulation and Agreement filed by TNMP
with the PUCT in connpection with the proceedings before the PUCT related to the PNM Acquisition. .

e TNP filed an 8-K dated March 4, 2005 to report the exscution and filing of the Stipulation filed by TNMP and PNM

Resources with the NMPRC in connzction with the proceedings before the PUCT related to the PNM Acquisition. The
filing also reported the FERC approval of PNM Resources’ acquisition of TNP.

®) Théfovowmgﬁnmcialmmschedxdamﬁledaspanofmismpm

Schedule I — Valuation and Qualifying Accounts
TNP Enterprises, Inc. and Subsidiaries 69

(d) The Exhibit Index on page 70 is incorporated here by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrants have duly caused
this report to be signed on their behalf by the undersigned, thereunto duly authorized,

TNP ENTERPRISES, INC.

Date: March 8, 2005 By
William J. Catacosinos, Chairman and Chief Executrve Officer

Date; March 8, 2005 By
Theodore A. Babcock, Chief Financial Officer

Pursuznt to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
p«somombehalfofthekegmtanﬂandmﬂxecapaauwandou&cdatumduzwd

Tide Date

By Chairman & Chief Executive - " 3/08/05
William J, Catacosinos Officer

By President, Chief Operating Officer 3/08/05
Michael E. Bray & Director

By Director ' 3/08/05
Gerald L. Brodsky

By Director ' 3/08/05
James T. Flynn .

By Director 3/08/05 -
Kenneth S. Grossman

By Director -3/08/05
David Kehler

By Director 3/08/05
Leeam Lowin

By ' Director 3/08/05
James W. O'Brien

By Director 3/08/0S
Steven Shulman :

-58-
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TNP ENTERPRISES, INC. AND SUBSIDIARIES

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS
For the Year Ended December 31, 2004

(in thousands)
Column A Column B Column C Colamn D Column E
Additions
Baiance at Charged Deductions Balance
Begianing Charged to to Other from at End
Description of Period Income Accounts _ Provision' _ of Period
Year Ended December 31, 2004
Accumulated Provision Deducted From Assets -

Uncollectible Accounts $ 44% § 7366 § (5) 0§ 9043 8 2762

'Deductions from-provision represent losses for which the provision was created, net of recoveries of amounts previously written off.
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EXHIBIT INDEX

o . Exhibirs filed with this report are denoted by "*."
e  Agreements with Management contracts are denoted by "+,
o  Certain exhibits are incorporated by reference to the exhibits and prior filings noted in parentheses.

Exhibit

_No.
3@

Description
Amended and Restated Articles of Incorporation (Ex. 3(aX1), TNP Form 10-Q, quarter ended March 31, 2000).

3(bt) Amended and Restated Bylaws (Ex. 3(a)(ii), TNP Form 10-Q, quarter ended March 31, 2000).

3(c) Articles of Mexger of ST Acquisition Corp. with and mto TNP Enterprises, Inc. (Ex.3 (a)(iii) TNP Form 10-Q, quarter
ended March 31, 2000),

4(a) Statement of Resolution Decreasing Series A Preferred Stock, Eliminating Series B Preferred Stock and
Establishing Two New Series of Shares, (Series C & D) filed with the Secretary of the State of Texas on May 25,
2000, by the Registrant (Ex.4.1, Form S-4, File No. 333-42116, filed July 24, 2000).

' 4(b)  Form of 14 1/2% Redeemable Preferred Stock of the ch:sp‘am. (Exhibit 4.2, Form S-4, File No. 33342116, filed
‘ July 24, 2000).

4(c) Unit Agreement dated as of May 26, 2000, among TNP Enterprises, Inc., SW Acquisition, L.P. and The Bank of
New York, as Unit Agent. (Ex. 4.5, Form 54, File No. 33342116, filed Iuly 24, 2000).

4(d) Warrant Agreement, dated as of May 26, 2000, between SW Acquisition, L.P. and The Bank of New York, as
Warrant Agent (Ex. 4.6, Form S- 4, File No. 333-42116 filed July 24, 2000).

4(e) Indenture, dated as of April 7, 2000, between ST Acquisition Corp. and The Bank of New York, as Trustee. (Ex. 4-
A, Form 8-K filed April 7, 2000). ,

4(f) First Supplemental Indenture dated as of April 7, 2000, between the Registrant and The Bank of New York, as
Trustee, (Exhibit 4-B, Form 8- K filed April 7, 2000).

4(g)  Form of 10.25% Senior Subordinated Exchange Note of the Registrant. (Ex. 4-A, Form 8-K filed April 7, 2000).

10(a) Amended and Restated Credit Agreement dated August 28, 2003 among TINP, the Several Lenders from Time to Time
Parties Thereto and Canadian Imperial bank of Commerce, as Administrative Agent.

10(cy+ Agreement dated April 7, 2000 between William J. Catacosinos and TNP. (Ex. 10(m), TNP 2000 Form 10-K).

10(d)y+ Apgreement dated January 19, 2004 between Michael E. Bray and TNP.

10(e)  Agréement dated March 15, 2001 between Theodore A. Babcock and TNP. (Ex. lO(n),’INPZOOZ Form 10-K)

10(f) Agreement dated March 15, 2001 between Kathleen Marion and TNMP (Ex. 10(0), TNP 2002 Farm 10-K).

10(g) Power Supply Service Agreement dated December 22, 2003 between First Choice Power, Inc and Constellation
Power Source, Inc. Confidential treatment has been requested with respect to certain portions of this exhibit
pursuant to an application for confidential treatment filed with the Securities and Exchange Commission under Rule
24b-2 of the Securities Exchange Act of 1934, as amended. (Ex. 10.1, TNP 10-Q, quarter ended June 30, 2004)

10(h) Amendment No. 1 to Power and Services Agreement dated June 1, 2004 between First Choice Power Special -
Purpose, L.P. and Constellation Power Services, Inc. Confidential treatment has been requested with respect to
certain portions of this exhibit pursuant to an application for confidential treatment filed with the Securities and
Exchange Commission under Rule 24b-2 of the Securities Exchange Act of 1934, as amended. (Ex.10.2, TNP 10-Q,
quarter ended June 30, 2004)

10(i)  Stock Purchase Agreement, dated as of July 24, 2004 by and between PNM Resources, Inc. and SW Acquisition,
L.P. (Ex. 2, Form 8-K filed July 28, 2004) :

14 Code of Ethics.

=21 Subsidiaries of the Registrant.

*31.1 Certification of William J. Catacosinos pursuant to Rule 13a-14(a) /Rule ! 5d-14(a) of the Securities Exchange Act.

*312 Certificationof Theodore A. Babcock pursuant to Rule 13a-14(a) /Rule 15d-14(a) of the Securities Exchange Act.

#32.1  Certification of William J. Catacosinos pursuant to 18 U.S.C. §1350, adopted pursuant to Section 306 of the Sarbanes
Oxley Act of 2002.. _

*322 Certification of Theodore A. Babcock pursuant to 18 U.S.C. §1350, adopted pursuant to Section 906 of the Sarbanes

Oxley Act of 2002.
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SUBSIDIARIES OF THE REGISTRANT

Name

INE

Texas-New Mexico Power Company
Facility Works, Inc.

TNP Operating Compny

First Choice Power, LP

First Chﬁcc Power Special Purpose, LP
First Choice Power GP, LLC |

First Choice Special Purpose GP, LLC
Texas Generating Cmy, LP.

Texas Generating Company II, L.1.C.

71

Exhibit 21

State of Incorporation
or Organization

* Texas
Texas
Texas
Texas
Texas

Delaware

Texas

Texas
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Exhibit 31.1
CERTIFICATIONS ‘

I, William J. Catacosinos, certify that:
1. I have reviewed this annual report on Form 10-K of TNP Enterprises, Inc.;

2. Basedonmyknowlcdge,thzsreportdounotcontamanytmtmemmn:ntofamatcmlfactoromxttostxtcamamml
fact necessary to make the statement made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in exchange Act Rules 132-15(e) and 15d-15(e)) for the registrant and we have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those eatities, particularly during the period in which this report is being prepared; -

b) {Paragraph omitted pursuant to SEC Release Nos. 33-8238 and 34—47986]

¢) evaluated the effectiveness of the registrant's disclosure controls and procedures and as presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as of the cnd of the
period covered by this report based on such evaluation; and,;

~d) disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant'’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of the registrant’s board of directors:

a) all significant deficiencies and material weaknesses i the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report
financial information; and

b) any fraud, whether or not material, that involves managemmt or other employees who have a'significant role in the
registrant's intemal contro] over financial reporting.

Date: March 8, 2005

William J. Catacosinos
Chief Executive Officer
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Exhibit 31.2
1, Theodore A. Babcock, certify that:
1. [ have reviewed this annual report on Form 10-K of TNP Enterprises, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statement made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairty present n
all material respects the financia!l condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4, The registrant's other certifying officers and I are responsible for establishing and maintaining disciésun: controls and .
procedures (as defined in exchange Act Rules 13a-15(¢) and 15d-15(e)) for the registrant and we have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures o be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by othiers within those entities, particularly during the period in which this report is being prepared,

b} [Paragraphk omitted pursuant to SEC Release Nos. 33-8238 and 34-47986]
c) evaluated the effectiveness of the registrant's disclosure controls and procedures and as presented in this report our

conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as of the end of the
period covered by this report based on such evaluation; and;

d) disclosed i this report any change in the registrant's’internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant's
internal control over financial reporting; and

5. The reg:su-ant‘s other certifying officers and I have disclosed, based on our most recent cvaluanon, to the registrant's
auditors and the audit committes of the registrant's board of directors:

a) all significant deficiencies and material weaknmes n the design or operanon of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, proc&s summarize and report
financial information; and

b) any fraud, whether or not material, that involves management or other employees who bave a significant role in the
registrant's internal control over fiancial reporting.

Date: March 8, 2005

Theodore A. Babcock
Chief Financial Officer
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Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of TNP Enterprises, Inc. (the Company) on Form 10-K for the
period ending December 31, 2004 as filed with the Securities and Exchange Commission on the date
hereof (the Report), I, William J. Catacosinos, Chief Executive Officer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to
the best of my knowledge:

(1) The Report fully complies with the requu-cments of section 13(a) or 15(d) of the Securities
Exchange Act 0f 1934; and -

(2) The information contained in the Report fairly pr&sents, in all material respects, the financial
condition and results of operations of the Company

William J. Catacosinos

Chief Executive Officer
March 8, 2005
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Exhibit 32.2

CERTIFICATION PURSUANT TO
a 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of TNP Enterprises, Inc. (the Company) on Form 10-K for the
period ending December 31, 2004 as filed with the Securities and Exchange Commission on the date
hereof (the Report), 1, Theodore A. Babcock, Chief Financial Officer of the Company, certify, pursuant
to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to the best of
my knowledge:

(1) The Report fully complies with the requxrements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and '

(2) The information contained in the Report fairly presents, in all material respects the financial
condition and results of operations of the Company

Theodore A. Babcock
Chief Financial Officer
March 8, 2005
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FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

* Attachment D.1

ERCOT Testing Results
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THE TEXAS CONNECTION

Tuly 28, 2004

Michelle Trenary

FIRST CHOICE POWER SPECIAL PURPOSE LIMITED PARTNERSHIP
4100 International Plaza

Ft. Worth, TX 76109

Dear Michelle Trenary:

On behalf of the Electric Reliability Council of Texas (ERCOT) and the Texas Test
Planning Team (TTPT), we want to thank FIRST CHOICE POWER SPECIAL
PURPOSE LIMITED PARTNERSHIP for participating' in the ERCOT Retail
Qualification Testing Process, and congratulate you on your successful qualification to
participate in the ERCOT electric market, pursuant to ERCOT Protocols, Section 23.

FIRST CHOICE POWER SPECIAL PURPOSE LIMITED PARTNERSHIP
(DUNS number 008613791) and CERTAIN ENERGY (DUNS number 0086137911100)
. has successfully followed and completed the Retail Market retesting requirements as
defined in the Texas Market Test Plan and qualified for the ERCOT EDI Interface(s) and
ERCOT Market Portal with ERCOT and with the following Transmission and
Distribution Service Provider (TDSP) trading partners in the Flight 0504 TX SET V2.0
business rules.

FIRST CHOICE POWER SPECIAL ?URPOSE LIMITED PARTNERSHIP
- 008613791 -
CERTAIN ENERGY - 0086137911100

Trading Partners:

AFEP TEXAS CENTRAL COMPANY 007924772
AFEP TEXAS NORTH COMPANY 007923311
SWEPCO ENERGY DELIVERY COMPANY ~ 026763672
CENTERPOINT ENERGY HOUSTON ELECTRIC LLC 957877905
SHARYLAND UTILITIES LP (TDSP) 105262336
TXU ELECTRIC DELIVERY (TDSP) 1039940674000

TEXAS-NEW MEXICO POWER CO (TDSP) 007929441
Additional Business Functionality Tested: |

Continuous Service Agreement (CSA)
Disconnect and Reconnect for Non-Pay
Disconnect Customers as Large and Commercial and Industrial CR
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Your organization must re-qualify according to the Texas Test plan Team (TTPT) re-
testing guidelines if you change the process or systems you use to interface with your:
trading partners.

Once again, thank you for your participation and congratulations.

Sincerel
) /ﬁ A )
= ' # . A F - y,
,"’”’ ,’4‘/:;“?}%¢4§/ G’/ rﬁé":'/"éﬂ:/’,’-:‘:ﬁé‘w ./ﬂ_, ‘l/v’}/
Raymond A. Giuliani, Jr. , /
Vice President and Chief of Market Operations
ERCOT
CC: TDSPs '
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FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

Attachment D.2

Active Status Verification
from Texas Secretary of State
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becretlary 90t btate /741700 Lu:lse PAUL D/44 nHignirax

Roger Williams

Corporations Section
Secretary of State

P.O.Box 13697
Austin, Texas 78711-3697

&

Office of the Secretary of State

The undersigned, as Secretary of State of Texas, does hereby certify that the document, Articles of
Conversion for First Choice Power Special Purpose, L.P. (filing number: 800319248), a Domestic
Limited Partnership (LP), was filed in this office on March 19, 2004.

It is further certified that the entity status in Texas is active.

In testimony whereof, I have hereunto signed my name
officially and caused to be impressed hereon the Seal of
State at my office in Austin, Texas on April 26, 2005.

5

Roger Williams
Secretary of State
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FIRST CHOICE POWER SPECIAL PURPOSE, L.P.
REP ANNUAL REPORT FOR REPORTING PERIOD OF CALENDAR YEAR 2004

Attachment E.S

Electronic Data Only
Response to Part E., question 3

See CD-ROM attached to original filing only

El Annual rpt zip_summary.csv
E3 Annual_report_deposit_amt.csv
E4_ Annual_report_deposit_cnt.csv

ES_complaints.csv

First Choice Power Special Purpose, L.P. "
Certificate No. 10008

Docket No. 25721

Response to Part E, question §

2004 Reporting Period
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